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Budget Reconciliation Act of 1987 and by the Uruguay
Round Agreements Act (GATT).
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Election of general asset accounts. An automatic
consent procedure is provided for electing general asset
accounts for depreciable property placed in service in
prior years. Rev. Proc. 97-27 modified.

Del. Order 232 (Rev. 3), page 21.
The authority to issue Taxpayer Assistance Orders (TAOS)
under IRC section 7811 is delegated to certain officials.
Del. Order 232 (Rev. 2) superseded.
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This notice provides guidance regarding the new foreign
trust and foreign gift reporting provisions contained in
the Small Business Job Protection Act of 1996.



Mission of the Service

The purpose of the Internal Revenue Service is to
collect the proper amount of tax revenue at the least
cost; serve the public by continually improving the

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to
administer the Internal Revenue Code. Tax policy
for raising revenue is determined by Congress.

With this in mind, it is the duty of the Service to
carry out that policy by correctly applying the laws
enacted by Congress; to determine the reasonable
meaning of various Code provisions in light of the
Congressional purpose in enacting them; and to
perform this work in a fair and impartial manner,
with neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the
Code. It is the responsibility of each person in the
Service, charged with the duty of interpreting the
law, to try to find the true meaning of the statutory
provision and not to adopt a strained construction in
the belief that he or she is “protecting the revenue.”
The revenue is properly protected only when we as-
certain and apply the true meaning of the statute.

quality of our products and services; and perform in a
manner warranting the highest degree of public
confidence in our integrity, efficiency and fairness.

The Service also has the responsibility of applying
and administering the law in a reasonable,
practical manner. Issues should only be raised by
examining officers when they have merit, never
arbitrarily or for trading purposes. At the same
time, the examining officer should never hesitate
to raise a meritorious issue. It is also important
that care be exercised not to raise an issue or to
ask a court to adopt a position inconsistent with
an established Service position.

Administration should be both reasonable and
vigorous. It should be conducted with as little
delay as possible and with great courtesy and
considerateness. It should never try to overreach,
and should be reasonable within the bounds of law
and sound administration. It should, however, be
vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax
devices and fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instru-
ment of the Commissioner of Internal Revenue for
announcing official rulings and procedures of the Inter-
nal Revenue Service and for publishing Treasury Deci-
sions, Executive Orders, Tax Conventions, legislation,
court decisions, and other items of general interest. It is
published weekly and may be obtained from the Superin-
tendent of Documents on a subscription basis. Bulletin
contents of a permanent nature are consolidated semi-
annually into Cumulative Bulletins, which are sold on a
single-copy basis.

It is the policy of the Service to publish in the Bulletin all
substantive rulings necessary to promote a uniform
application of the tax laws, including all rulings that
supersede, revoke, modify, or amend any of those
previously published in the Bulletin. All published rulings
apply retroactively unless otherwise indicated. Proce-
dures relating solely to matters of internal management
are not published; however, statements of internal
practices and procedures that affect the rights and
duties of taxpayers are published.

Revenue rulings represent the conclusions of the Ser-
vice on the application of the law to the pivotal facts
stated in the revenue ruling. In those based on positions
taken in rulings to taxpayers or technical advice to
Service field offices, identifying details and information
of a confidential nature are deleted to prevent unwar-
ranted invasions of privacy and to comply with statutory
requirements.

Rulings and procedures reported in the Bulletin do not
have the force and effect of Treasury Department
Regulations, but they may be used as precedents.
Unpublished rulings will not be relied on, used, or cited
as precedents by Service personnel in the disposition of
other cases. In applying published rulings and proce-
dures, the effect of subsequent legislation, regulations,

court decisions, rulings, and procedures must be consid-
ered, and Service personnel and others concerned are
cautioned against reaching the same conclusions in
other cases unless the facts and circumstances are
substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on
provisions of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows:
Subpart A, Tax Conventions, and Subpart B, Legislation
and Related Committee Reports.

Part Ill.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and
Subparts. Also included in this part are Bank Secrecy
Act Administrative Rulings. Bank Secrecy Act Administra-
tive Rulings are issued by the Department of the
Treasury’s Office of the Assistant Secretary (Enforce-
ment).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemak-
ing and the disbarment and suspension list included in
this part, none of these announcements are consoli-
dated in the Cumulative Bulletins.

The first Bulletin for each month includes an index for
the matters published during the preceding month.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin
of the succeeding quarterly and semi-annual period,
respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents U.S. Government Printing Office, Washington, D.C. 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 168.—Accelerated Cost Section 446.—General Rule for property placed in service in a prior taxable year,

| prop . ; ear,
Recovery System Methods of Accounting get'SR:\'/ecg'r%'; aggﬁgggf);gemféhc’d of accounting?

May a taxpayer make a general asset account If a taxpayer makes a general asset account

election in the current taxable year for depreciablelection in the current taxable year for depreciabl ; :
property placed in service in a prior taxable yearproperty placed in service in a prior taxable yeaSeCtlpn ;’ﬁl'ChAdJUStmer:\;lS hod of
See Rev. Proc. 97-30, page 20. is this election a change in method of accounting®R€duired by Changes in Method o

See Rev. Proc. 97-30, page 20. Accounting

If a taxpayer makes a general asset account

May a taxpayer make a general asset account - election in the CL_Jrrent tgxable year for depreciable

election in the current taxable year for depreciabl@6 CFR 1.446-1: General rule for methods ofProperty placed in service in a prior taxable year,

property placed in service in a prior taxable yearaccounting. does this change in method of accounting require

See Rev. Proc. 97-30, page 20. an adjustment under 88 481(a)? See Rev. Proc.
If a taxpayer makes a general asset accourg7-30, page 20.

election in the current taxable year for depreciable

26 CFR 1.168(i)-1: General asset accounts.
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Part Ill. Administrative, Procedural, and Miscellaneous

Notice of Proposed Rulemaking SUPPLEMENTARY INFORMATION: Explanation of Provisions

and Notice of Public Hearing The proposed regulations provide that

Background ! ; ;
Residence of Trusts and a foreign trust is taxed in ghe same
Estates—7701 Section 1907 of the Small Businesgnanner as a nonresident alien. Thus,
Job Protection Act of 1996 (the Act),once a trust is determined to be a
REG-251703-96 Public Law 104-188, 110 Stat. 1755foreign trust, the residency of the fidu-

(August 20, 1996) amended sectiongiary of the trust is not relevant in
AGENCY: Internal Revenue Service 7701(a)(30) and (31) to provide a newdetermining the residence of the trust.
(IRS), Treasury. rule for determining whether a trust isAdditionally, section 7701(b) does not
domestic or foreign (the new rule doesapply to determine whether a trust is a
ACTION: Notice of proposed rulemak- not apply to estates), effective for taxresident of the United States, and a
ing and notice of public hearing. years beginning after December 31foreign trust is not present in the United
1996, or at the election of the trustee ofStates for purposes of section 871(a)(2).
SUMMARY: This document contains a trust to tax years ending after August The proposed regulations require that
proposed regulations providing guidance0, 1996. Section 7701(a)(30)(E) prothe terms of the trust instrument and
relating to the definition of a trust as avides that the ternnited States person applicable law be applied to determine
United States person (domestic trust) omeans any trust if (i) a court within thewhether the court test and the control
foreign trust. The proposed regulationsJnited States is able to exercise primaryest are met. The residency of a trust
reflect changes to the law made by theupervision over the administration ofmay change if the result of the court test
Small Business Job Protection Act ofthe trust (court test), and (i) one oror control test changes.
1996 and affect the determination of thenore United States fiduciaries have ther
residency of trusts for federal tax pur-authority to control all substantial deci- 1N Safe Harbor
poses. This dqcumeny also provides nasions of the trust (control test). Section The IRS and Treasury Department
tice of a public hearing on these pro-7701(a)(31)(B) provides that the termwere concerned that the lack of author-
posed regulations. foreign trustmeans any trust other thanity construing trust law in many states
o a trust described in sectionwould make it difficult for taxpayers to
DATE(jS.bWRtten colrlnrriggt; anzust be re-7701(a)(30)(E). determine whether a trust is domestic or
geg’:k (valith uguutﬁtnes’ of oral Sg%en‘?ésnttso Prior to the Act, section 7701(a)(31)foreign under the court and control tests.
top be discussed) at the public hearin rovided thatforeign estateand foreign Specn‘lcally, it may be difficult to d_eter-
scheduled for September 16, 1997, at 1%7ust mean an estate or trust, as the cagaine whether the court of a partlc.ullar
b bmitted b ’Au uét ogmay be, the income of which, from state would assert primary supervision
?9%7 must be su y Aug sources without the United States, whiclover the administration of a trust if that
' is not effectively connected with thetrust had never appeared before a court.
ADDRESSES: Send submissions to:cor]duct of a tra_de or busingss vyithin thalherefore, the proposed regulations pro-
CC:DOM:CORP:R (REG—251703—96),,U”'ted States, is not includible in _grossvlde a safe harbor base_d. upon the
room 5226, Internal Revenue Servicelncome under subtitle A. Accordingly, principle that when the administration of
POB 7604, Ben Franklin Station, WashWhether a trust was domestic or foreigra trust is conducted entirely within a
ington, DC 20044. Submissions may p&lepended on whethe_r the trust was _morpartlc_ular Io_callty, the Ioc_a! courts will
hand delivered between the hours of é:omparable to a resident or nonresidergxercise primary supervision over the
am. and 5 p.m. to: CC:DOM:CORP:Ralien individual. Thus_,, it was necessarytrust. Restatement (2d) of Confhcts_ of
(REG—-251703-96), Courier's Desk, |n-to consider and weigh various factordaws § 267. 'I_'he safe harpor prowd_es
ternal Revenue Service, 1111 ConstitusL‘Ch as the location of the assets, ththat a trust is a domestic trust if,
tion Avenue, NW, Washington, DC. Al- country under Whose laws the trust yva:pursuant to the terms of a t(ust instru-
ternatively, taxpayers may submitcreated, the residence of the fiduciaryment, the trust has only United States
comments electronically via the Internethe natl_onah_ty of the decede_n_t or settlorfldgClarleS, such ﬂduc!anes. are adm_|n|s-
by selecting the “Tax Regs” option on the nat|o_naI|ty of the bgneﬂmanes, andtering the trust exclus_lvely in th¢ United
the IRS Home Page, or by submittingthe location of the administration of theStates, and the trust is not subject to an
comments directly to the IRS Internettrust. See Rev. Rul. 60-181 (1960-kutomatic migration provision. The IRS
site at http://www.irs.ustreas.gov/prod/c'B' 2_57), citing B.W. Jones Trust v. and Treasury Department request com-
tax_regs/comments.html. The pub”CCommlssmner 46 B.T.A. 531 (1942), ments on whether this special rule is
hearing will be held in the Internal aff'd, 132 F.2d 914 (4th Cir. 1943). sufficient to address the lack of a well-

Revenue Service Auditorium, Internal The Act made a number of procedurafeveloped body of local law.

Revenue Building, 1111 Constitutionand substantive changes to the tax treals, =~ . Toct

Avenue, NW, Washington, DC. ment of foreign trusts that were de-
signed to improve tax compliance and The proposed regulations define the

FOR FURTHER INFORMATION administration. In making these overallrelevant terms for purposes of the court
CONTACT: Concerning the regulations,changes, Congress believed that it woultest. The term court includes any fed-
James A. Quinn or Eliana Dolgoff, be appropriate to have an objective testral, state, or local court.

(202) 622—-3060; concerning submissionfor determining whether a trust is for- The termthe United Statesncludes
and the hearing, Evangelista Lee, (202¢ign or domestic. Consequently, it enonly the States and the District of
622—7190 (not toll-free numbers). acted the two-part test set forth aboveColumbia. Accordingly, a court within a
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territory or possession of the Unitedtration of the trust directly or indirectly (1996-52 1.R.B. 28) grants trusts that
States or within a foreign country is notwould cause the trust to migrate frommeet the conditions specified in that

a court within the United States and ahe United States. notice additional time to comply with
trust subject to the primary supervision the new domestic trust criteria contained
of such a court fails to meet the courtThe Control Test in the Act and allows such trusts to

test. The IRS and Treasury Department Th trol test . that continue to file as domestic trusts during
request comments on the conclusion that € control test requires that one og,, period specified in that notice. No-
the termthe United Statess used in its N'O'€ l_Jmted States fiduciaries _have th?ice 96-65 also addresses the time and
geographical sense and therefore e)g_uthonty to control all substantial deCI'manner for making the election provided

cludes territories and possessions. sions of the trust. Under the proposeq)y the Act to apply the new domestic

The termis able to exercisemeans regulations, the term fiduciary refers totrust criteria retroactively for taxable
that if petitioned, a court has or woul

gany  person described _in sectio ears of the trust ending after August
have the authority under applicable IaV\7701(a)(6) and § 301.7701-6(b). FOI}ZIO, 1996. Notice 96—65 remains in ef-
to render orders or judgments resolvin

g;ggﬁefhgg Lhaes ct%rétrolobs;, t%niocgtr;g ect and should be consulted for these
issues concerning administration of th P
trust.

Substantial decisions of the trust, fo Urposes.
The term primary supervisionmeans example a trust protector, will also beSpeciaI Analyses
that a court has or would have the

freated as a fiduciary. The proposed _ _ _

: : ; regulations treat such persons as fiducia- It has been determined that this notice
glét&lé)srlt);etoargienterrmge asdun?isrfii?rt;ilg/n ag ies because they are exercising power proposed rulemaking is not a signifi-
the trustg Simgl having iurisdiction Eraditionally held by fiduciaries or be- cant regulatory action as defined in

the trust Py b ?.J trusfause they can effectively exercise conExecutive Order 12866. Therefore, a
over te rus eet, a beneficiary, or rus rol over the fiduciaries. regulatory assessment is not required. It
pr<_)r[;]er¥ IS QO. .p?mtary fsniﬁer\glsmtn. Substantial decisions are those decBlso has been determined that section
mear?s ?r:g] aéar::‘lr:lns raOIL?tn (())f thee rduustieSSionS that persons are authorized 0$53(b) of the Administrative Procedure
: Ying required to make under the terms of thé\ct (5 U.S.C. chapter 5) does not apply
imposed on a fiduciary by the terms of €9 :

; - trust inst t and licable | do these regulations, and because the
the trust instrument and applicable lawYUSt INStrument and applicable law an - - ,
, ! that t ministerial. Included in theregulation does not impose a collection
In order to provide certainty to tax- "'at @€ not ministerial. included in the =< : "
avers. the proposed requlations provighfoposed regulations is a nonexclusiv@f information on small entities, the
payers, e Prop guarons b ist of substantial decisions. SubstantiaRegulatory Flexibility Act (5 U.S.C.
some bright-line rules for satisfying the :

court test. A trust meets the court test fdecisions do not include decisions exerchapter 6) does not apply. Pursuant to

an authorized fiduciary registers theciSable Dby a grantor that is not asection 7805(7) of the Internal Revenue
frust in & court within the United Statesiiduciary of the trust, or decisions exer-Code, this notice of proposed rulemak-

under a state statute that has provisio isable by a beneficiary that affect onlying will be submitted to the Chief
substantially similar to Article VIl Trust he beneficiary's interest in the trust.Counsel for Advocacy of the Smal
Administration of the Uniform Probate !N @ccordance with the legislative his-Business Administration for comment on
Code. tory, the proposed regulations providdtS impact on small business.

In the case of a testamentary trusthat United States fiduciaries have th . .
established under a will probatedywithina_UthO”ty to control all substantial deC|-ecomments and Public Hearing
the United States, if all fiduciaries of thesions of the trust when they have the Before these proposed regulations are
trust have been qualified as trustees dPOWer by vote or otherwise to make alladopted as final regulations, consider-
the trust by a court within the United of the substantial decisions of the trushtion will be given to any written com-
States, the trust meets the court tes@Nd no foreign fiduciary has the powerments (preferably a signed original and

In the case of an inter vivos trust, ift0 Veto the substantial decisions of theight (8) copies) that are submitted
the fiduciaries or beneficiaries take stepé/nited States fiduciaries. timely to the IRS. All comments will be
with a court within the United States The proposed regulations containavailable for public inspection and copy-
(such as the filing of a written requestrules addressing automatic migratioring.
with the court) that cause the adminisclauses, also known as “flee clauses.” A public hearing has been scheduled
tration of the trust to be subject to theThe proposed regulations provide thafor September 16, 1997, at 10 a.m. in
primary supervision of the court, thethe control test is not met if an attemptthe Internal Revenue Service Audito-
trust meets the court test. by any governmental agency or creditorium, Internal Revenue Building, 1111

The proposed regulations clarify thatto collect information from or assert aConstitution Avenue, NW, Washington
if both a United States court and aclaim against the trust would cause on®C. Because of access restrictions, Vvisi-
foreign court are able to exercise pri-Or more substantial decisions of the trustors will not be admitted beyond the
mary supervision over the administratiofo no longer be controlled by UnitedInternal Revenue Building lobby more
of the trust, the trust will be consideredStates fiduciaries. than 15 minutes before the hearing
to meet the court test. The proposed regulations are prostarts.

The proposed regulations containposed to apply to trusts for taxable years The rules of 26 CFR 601.601(a)(3)
rules addressing automatic migratiorbeginning after December 31, 1996, ana@pply to the hearing.
clauses, also known as “flee clauses.to a trust whose trustee has elected to Persons that wish to present oral
The proposed regulations provide thatapply sections 7701(a)(30) and (31) tawomments at the hearing must submit
the court test is not met if a Unitedthe trust for taxable years ending aftewritten comments by August 4, 1997,
States court’'s attempt to assert jurisdicAugust 20, 1996, under sectionand submit an outline of the topics to be
tion or otherwise supervise the adminis1907(a)(3)(B) of the Act. Notice 96—65 discussed and the time to be devoted to
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each topic (preferably a signed originakerm foreign trustmeans any trust other (iv) Primary supervision The term
and eight (8) copies) by August 26,than a domestic trust. primary supervisionmeans that a court
1997. . . . has or would have the authority to
A period of 10 minutes will be allot-  (3) Except as otherwise provided inyetermine substantially all issues regard-
ted to each person for making comPart I, subchapter J, chapter 1 of the,y the administration of the entire trust.
ments. Code, the taxable income of a foreigna “coyrt may have primary supervision
An agenda showing the scheduling offUSt iS computed in the same manner asyen it another court has jurisdiction
the speakers will be prepared after théh_e taxable income of a nonresideng e o trustee, a beneficiary, or trust
deadline for receiving outlines has@/i€n- Thus, section 7701(b) does noponerty.
passed. Copies of the agenda will b@PPly to determine whether a foreign™ ) agministration The termadminis-
available free of charge at the hearinglTUst i @ resident alien. In addition, &yaion of the trust means the carrying
foreign trust is not considered to beyt of the duties imposed on a fiduciary
Drafting Information present in the United States for purposegy the terms of the trust instrument and

of section 871(a)(2). : . ; L
The principal authors of these regula- @@ applicable law, including maintaining

tions are James A. Quinn and Eliana (b) Applicable law The terms of the the books and recor(_JIs of the trust, filing
Dolgoff of the Office of Assistant Chief trust instrument and applicable law musfax retums, defending the trust from
Counsel (Passthroughs and Special Irbe applied to determine whether theéUits by creditors, and determining the
dustries). However, other personnel frongourt test and the control test are me@Mmount and timing of distributions.

the IRS and Treasury Department par- (2) Situations  that meet the court
ticipated in their devel%pmtfnt. P (c) In general—(1) Safe harbor A test—(i) Uniform Probate CodeA trust

trust is a domestic trust if the trust hasmeets the court test if a trust is regis-
oo only United States fiduciaries, as detered by an authorized fiduciary in a
Proposed Amendments to the ReguldiNeéd in paragraph (e) of this section,court within the United States under a
tions he trust is administered exclusively instate statute that has provisions substan-
the United States pursuant to the termgally similar to Article VII, Trust Ad-
Accordingly, 26 CFR part 301 is of a trust instrument, and the trust is noiinistration of the Uniform Probate
proposed to be amended as followssubject to an automatic migration provi-Code, 8 Uniform Laws Annotated 1

PART sion described in paragraph (d)(2)(v) ofWest Supp. 1997), available from the
(e)(3) of this section. National Conference of Commissioners
301—PROCEDURE AND . on Uniform State Laws, 676 North St.
ADMINISTRATION . (2) Example The following example fClair Street, Suite 1700, Chicago, llli-
L illustrates the rule of paragraph (c)(1) of _ :
Paragraph 1. The authority citation forfyis section: nois 60611.
part 301 continues to read in part as Example. Aexecutes a trust instrument for the (") Testamentary trustin the case of
follows: equal benefit ofA’s two children,B and C. The a_trUSt created p_ur_suant to the terms of a
Authority: 26 U.S.C. 7805 * * * trust instrument provides thaDC, a StateY Will probated within the United States
corporation, is the only trustee of the trust.(other than an ancillary probate), if all
§ 301.7701-5 [Amended] Pursuant to the terms of the trust instrument, thgiqyciaries of the trust have been quali-

trust is administered in Stafé a state within the nfied as trustees of the trust by a court

i~ Mnited States. The ftrust is not subject to an . . .
30ia7r'702]: :,_I_;he last segtence of SeCtIO'lz;Hutomatic migration provision described in paraWithin the United States, the trust meets
. —9 IS removed. _ 3raph (d)(2)(v) or (e)(3) of this section. No personthe court test.
Par. 3. Section 301.7701-7 is addedther thanDC has any power over the trust. The (iii) Inter vivos trust.In the case of a
to read as follows: trust satisfies the safe harbor of paragraph (¢)(I,st other than a testamentary trust, if

and is a domestic trust. the fiduciaries and/or beneficiaries take
§ 301.7701-7 Trusts—domestic and for- (d) The court test-(1) Definitions steps with a court within the United

eign. The following definitions apply for pur- giqies that cause the administration of

d poses of the court test: the trust to be subject to the primary

(i) Court The term court includes gypervision of the court, the trust meets
any federal, state, or local court. the court test.

(i) A court within the United States is (i) The United StatesThe termthe (iv) A United States and a foreign
able to exercise primary supervisionUnited Statess used in this section in a court are able to exercise primary su-
over the administration of the trustgeographical sense. Thus, for purposgservision over the administration of the
(court test); and of the court test, the United Statesryst. If both a United States court and a
. . .. includes only the States and the Districtoreign court are able to exercise pri-
ciaflrli)es (r)]gseo:hrgo;it#orvitted States fidu- ot " colymbia. See section 7701(61)(9)maryg supervision over the administratFi)on

y to control all dingl t within a territory or
substantial decisions of the trust (controﬁCcor ngl, & LoLT : y or of the trust, the trust meets the court
test). ossession of the United States oOfest. _ o N
within a foreign country is not a court (v) Automatic migration provisions.

(2) A trust is a United States persorwithin the United States. Notwithstanding any other provision in
for purposes of the Internal Revenue (iii) Is able to exerciseThe termis this section, a court within the United
Code at any time that the trust meetsble to exercisemeans that a court hasStates is not considered to have primary
both the court test and the control testor would have the authority under appli-supervision over the administration of
For purposes of the regulations in thisable law to render orders or judgmentshe trust if the trust instrument provides
chapter, the terndomestic trusmeans a resolving issues concerning administrathat a United States court’s attempt to
trust that is a United States person. Thé&on of the trust. assert jurisdiction or otherwise supervise

(a) In general (1) A trust is a Unite
States person if—

1997-25 |.R.B. 7 June 23, 1997



the administration of the trust directly orparagraph (e)(1)(ii)(B) of this section)the fiduciaries or the residence of the
indirectly would cause the trust to mi-that persons are authorized or requirefiduciaries so as to avoid a change in
grate from the United States. to make under the terms of the trusthe residence of the trust. Inadvertent

(3) Examples. The following ex- instrument and applicable law and thathanges in the fiduciaries include the
amples illustrate the rules of this paraare not ministerial. Substantial decisionsleath of a fiduciary or the abrupt resig-

graph (d): include, but are not limited to— nation of a fiduciary. If the adjustment
Example 1. Aa United States citizen, executes (1) Whether and when to distributeis made within six months, the trust is
a trust instrument for the equal benefit A6 two  income or corpus; treated as retaining its pre-change resi-

\L/Jigg‘;dthiggsac'c‘ii('ﬁ:zg'ﬂJzir;g’r?ﬁg:ftgToegtctp;‘;‘ (2) The amount of any distributions; dence during the six-month period. If
trustee of the trust and that the trust is to be (3) The selection of a beneficiary;the adjustment is not made within six
administered in CountrX, a foreign country. The (4)_The power to make investmentmonths, the trust re_S|dence changes as
trust instrument provides that the law of Stafea  decisions; of the date of the inadvertent change.
frt:;te ‘L’J"r':g'enr ttﬂg l;’x'tgfdcitj:;s' s égu?to\\//v?tmnthe (5) Whether a receipt is allocable to (3) Automatic migration provisions.
Country X s able to exercise gﬁimary Supervisionincome or principal; Notwithstanding any other provision in
over the administration of the trust but, as required (6) Whether to terminate the trust; this secti_on, United States fiduciaries are
by the trust instrument, applies the law of State  (7) Whether to compromise, arbitrate,not considered to control all substantial
tObIthet trust. No court within the United Statestrllsor abandon claims of the trust; decisions of the trust if an attempt by
aple 10 exercise primary supervision over e H
administration of the trust. The trust fails to satisfy (8) Whetgefr t(()j sue on b_ehalfhof theany governmental agency or creditor to
the court test and therefore is a foreign trust.  tTust or to defend suits against the trustgollect information from or assert a

Example 2.Trust T owns a single asset, an @nd claim against the trust would cause one
interest in land located in Staté a state within (9) Whether to remove, add, or re-or more substantial decisions of the trust
the United States. Under the law of Stafea trust  place a trustee. to no longer be controlled by United

owning solely real property within the state is” (g) gypstantial decisions do not in-States fiduciaries.
subject to the primary supervision over the admin-

istration of the trust by a court within Sta¥e The clude decisions exer_Cisablle by a grantor, (4) Examples. The following ex-
trust satisfies the court test. upless the grantor is acting as a fiduamples illustrate the rules of this para-
Example 3. Aa United States citizen, executesCiary under section 7701(a)(6) andgraph (e):

a trust instrument for his own benefit and the§ 301.7701-6(b). In addition, substan- Example 1. Ais a nonresident alien individual.
penefit of8, his Uniled States spouse. The tuStial decisions do not include decisions? is the grantor and beneficiary of an individual
instrument provides that the trust is to be adminis- . .. tirement account (|RA) and has the exclusive
tered in Statey, a state within the United StaIES,exerCI.Sable.by a benEfICIary’ _unless th ower to make decisions regarding withdrawals
by DC, a StateY corporation. The trust instrument beneflmaw is acting as a fiduciary undekom the IRA and to direct its investments is
further provides that in the event that a creditorsection 7701(a)(6) and 8 301.7701-6(b)ot a fiduciary as defined in paragraph (e)(1)(i) of
sglcles the tru?tee Ig a Unlte(é States Couzt, the trughat affect solely the portion of the trustthis section. The IRA has a single United States
will migrate from StateY to CountryZ, a foreign ; § i ; trustee and no foreign trustees. The United States
. .in which th neficiary h n interest! 9

jurisdiction, so that no United States court will . .C t ehbe eficia y _as 'al . tel edc’ttrustee has the power to control all decisions of
have jurisdiction over the trust. A court within the Decisions  that are ministerial includey, " i other than withdrawal and investment

United States is not able to exercise primarydecisions regarding details such as thgecisions. In this case, decisions regarding with-
supervision over the administration of the trusthookkeeping, the collection of rents, andirawals and the trust's investments are not sub-
because the United States court's jurisdiction ovefha execution of investment decisionstantial decisions because these decisions are
the administration of the trust is automatically de by the fiduciari solely exercisable by the grantor. Therefore, the
terminated in the event the court attempts to assef'@C€ Dy € Niduciaries. . control test is satisfied because the United States
jurisdiction. Therefore, the trust fails to satisfy the (i) Control. Control means having fiduciary controls all substantial decisions.
court test from the time of its creation and is athe power, by vote or otherwise, t0 Example 2. Ais a nonresident alien individual.
foreign trust. make all of the substantial decisions of is the grantor of a trust and has the power to
(e) Control test—(1) Definitions—(i) the trust, with no other person havingrevoke the trust, in whole or in part and revest

ni fi iarvTh rm fidu- : -assets inA. A is the owner of the trust under
United States fiducia yThe te du the power to veto the substantial deCIsection 676. A is not a fiduciary as defined in

Ciary includes any person described irsions. However, the abi“ty of a grantorparagraph (e)(1)(i) of this section. The trust has
section 7701(a)(6) and § 301.7701-6(b)other than a grantor acting as a fidutwo trusteesB, a United States person ai@l a
In addition, for purposes of this sectionciary under section 7701(a)(6) andnonresident alienC's only power is the power to
any other person who has the power tg 301.7701-6(b)) to veto another perinake distributions from the trust an€ can

i i ) ; - exercise this power without authorization froBn
control one or more substantial decison’s substantial decision does not CaUsK this case Fzjet:isions exercisable Byto have

sions of the trust (and therefore has guch person to fail to control that sub-rust assets distributed té are not substantial
power ordinarily held by a fiduciary) stantial decision. In addition, the ability decisions because these decisions are exercisable
will be treated as a fiduciary. A personof a beneficiary (other than a benefi-by the grantor. However, distribution decisions

. ; ; - - - . . exercisable byC are substantial decisions. There-
may be treated as a fiduciary even if thQ;|ary acting as a fiduciary under sectio ore, the trust is a foreign trust becauBaloes not

trust inStr_umem provides for ,the_ _persory701(a)(6) and § 301.7701-6(b)) to VetQontrol all substantial decisions of the trust.

to be relieved of personal liability for another person’s substantial decision that Example 3Trust has three fiduciaries, B, and
violation of duties. A United States affects solely the portion of the trust inC. AandB are United States citizens ar@is a
fiduciary is a fiduciary that is a United which the beneficiary has an interesfionresident alien. The trust instrument directs that

States person within the meaning Ofioes not cause such person to falil t@o'ﬁstobﬂiﬁgma';nﬁéhﬁ];;u\slgfog\fﬁf\%i%gﬁtc"
section 7701(a)(30). For example, a ficontrol that substantial decision. decisions. A and B cannot act to make the

duciary which is a United States corpo- (2) Replacement of a fiduciaryn the investment decisions on their own. The control test
ration owned by a nonresident alien is @&vent of an inadvertent change in thés not satisfied because the United States fiducia-
United States fiduciary. fiduciaries that would cause a change if{€S: A @ndB, do not have the power to make all
.. . . . . ._of the substantial decisions of the trust.
(i) Substantial decisions.(A) The the residency of a trust, the trust is L
. - ) Example 4.Trust has two fiduciariesA and B,
term substantial decisionsneans those allowed six months from the date of thepgin of whom are United States citizens. The trust

decisions (other than those described inhange in the fiduciaries to adjust eithemstrument provides that, a foreign corporation,
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will serve as an advisor and recommend investNotice of Proposed Rulemaking SUPPLEMENTARY INFORMATION
ments toA and B. A and B may accept or reject 5nq Notice of Public Hearing
C's recommendations and can make investments Background

that C has not recommended and B control all :
other decisions of the trusf and B delegate toC InbOL.md GGranttor Trusts With Section 1904 of the Small Business
the authority to execute the investment decisiongOrelgn rantors Job Protection Act of 1996 (the Act),

approved byA and B. The control test is satisfied ; _
because the United States fiduciaries control aIREG‘_252487_96 E&Jubélgstl'az\l\(l)’ 1?_;5%? 8,ar1-”|1ecl)’1 difﬂat.sgc?[?OSn

substantial decisions of the trust. . . .
Example 5Trust has three fiduciaries, B, and AGENCY: Internal Revenue Service 672(f) and certain other sections of the

C. AandB are United States citizens a@lis a (RS), Treasury. Internal Revenue Code (Code). The
nonresident alien. The trust instrument provides . amendments affect the application of
that no substantial decisions of the trust can béACTION: N_OUCE of DFODOSGQ rulemak- sections 671 through 679 of the Code
made unless there is unanimity among the fiducialng and notice of public hearing. (the grantor trust rules) to certain trusts
ries. The control test is not satisfied because the created by foreign persons.

United States fiduciaries do not control all theSUMMARY: This document contains
substantial decisions of the trust. No substantigproposed regulations implementing secy pyior law
decisions can be made witho@'s agreement. tion 672(f) of the Internal Revenue

Example 6.i) A trust that satisfies the court test Code, as amended by the Small Busi- Under prior law, a grantor of a trust
has three fiduciariesh, B, andC. A and B are ness Job Protection Act of 1996, whictgenerally was treated as the owner of
Unlt_eq States citizens ard is a_no_nre3|dent alien. relates to the application of the granto@ny portion of the trust over which he
Decisions -are made by majority vote of they. .\ jas to certain trusts establishedetained any of the powers or interests
fiduciaries. The trust instrument provides that . . . .
upon the death or resignation of any of thePY foreign persons. The proposed regudescribed in sections 673 through 677
fiduciaries,D, a nonresident alien, is the successofations affect primarily United Stateswithout regard to whether he was a
fiduciary. A dies andD becomes a fiduciary of the persons who are beneficiaries of trustslomestic or foreign person. A special
trust. Two months afteA dies, E, a United States established by foreign persons. Thigule contained in prior section 672(f)
person, replaceD as a fiduciary of the trust. docyment also provides notice of agenerally provided that, if a U.S. benefi-
During the period afterA's death and beford= Qpublic hearing on these proposed regulesiary of a trust created by a foreign
begins to serve, the trust satisfies the control te
and remains a domestic trust. tions. person transferred property to the for-

; . , ) eign person by gift, the U.S. beneficiary
(i) Assume the same facts as in paragraph () OHATES: Written comments must be re-was treated as the grantor of the trust to

this Example 6 except that at the end of the _ .
six-month period afte’'s death,D has not been ceived by August 4, 1997. Requests tghe extent of the transfer.

replaced and remains a fiduciary of the trust. ThéPe€ak (with outlines of oral comments) under the prior rules, if a foreign
trust became a foreign trust on the daedied. to be discussed at the public hearingerson created a trust with one or more
Example 7.Trust has three beneficiaries, B SCheduled for August 27, 1997, at 1y S. peneficiaries that was treated as a
and C, all of whom are nonresident aliens. Eacha.m. must be submitted by August 6grantor trust with the foreign person as
beneficiary has the right to receive all of the1997. the grantor, a distribution of income

income from his or her share of the trust for life. from the trust to a U.S. beneficiary was
Each beneficiary also has a limited power of ADDRESSES: Send submissions to: o y

appointment over his or her respective share of thg~~. . . _ _gq) treated as a gift and was not subject to
trust. The trust has only one fiducia®, a United €C:DOM:CORP'R (REG-252487 96)'U.S. income tax in the hands of the

" room 5226, Internal Revenue Service L
States citizen. The trust meets the control te ' . . beneficiary. See Rev. Rul. 69-70
because the United States fiduciary controls al OB 7604, Ben Franklin Station, WaSh%1969_1 C.B. 182). If the income of the

substantial decisions of the trust notwithstandingngton, DC 20044. Submissions may b rust was not taxable to the foreign
rantor under section 871 and also not

the beneficiaries’ powers of appointment over theihand delivered between the hours of
respective interests. a.m. and 5 p.m. to: CC:DOM:CORP:R ;

(f) Effective dateThis section is ap- (REG-252487-96), Courier’s Desk, |n_L6;X6;ti>tlﬁetrotﬁghg:atgt%r,gsragﬁa t?; ‘Qferg;‘ft
plicable to trusts for taxable years beiernal Revenue Service, 1111 Constitu(—jence or another foreign country, the
ginning after December 31, 1996, and tdion Avenue, NW, Washington, DC. Al- i, o6 of the trust was, thus, not sub-
trusts whose trustee has elected to applgrnatively, taxpayers may submiti, " "o by any jurisdiétion. ’
sections 7701(a)(30) and (31) to th&omments electronically via the !nterneﬂ A special rule contained in section
trust for taxable years ending after AuY selecting the “Tax Regs” option on g " v rovided generally that interme-
gust 20, 1996, under sectionth® IRS Home Page, or by submittingyisies or nominees interposed between
1907(a)(3)(B) of the Small Business Jotfommentﬁ d!;/ectly to the IRS Int/emzt/certain foreign trusts and their U.S.
Protection Act of 1996, Public Law site at /ttp' www.lrrs].usltre_?_i.gov p[)?. beneficiaries could be disregarded. How-
104-188, 110 Stat. 1755 (26 u.s.clax_regs/comments.ntmi. € pu ICever, that rule applied only to trusts

hearing will be held in room 3313,
7701 note). Internal Revenue Building, 1111 Consti-Created by U.S. persons.

Michael P. Dolan, tution Avenue, NW, Washington, DC.2 Overview of changes

Acting Commissioner of Internal FOR  FURTHER INFORMATION  The changes made by section 1904 of
Revenue. CONTACT: Concerning § 1.671-2(e),the Act are designed to ensure that U.S.
(Filed by the Office of the Federal Register onJames Quinn (202) 622-3060; concerrpersons who benefit from offshore trusts
June 4, 1997, 8:45 a.m., and published in the issdéd the remainder of these regulationscreated by foreign persons (inbound
of the Federal Register for June 5, 1997, 62 F.RM. Grace Fleeman (202) 622-3850frusts) pay an appropriate amount of
30796) concerning submissions and the hearing).S. tax. Generally, the grantor trust
Michael Slaughter (202) 622—7190 (notules now cause a person to be treated
toll-free numbers). as the owner of a trust only to the
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extent such application results, directhythe foreign trust and the intermediarytransfer other than a transfer for fair
or indirectly, in an amount being cur-transfers to the U.S. person either propmarket value, or a corporate or partner-
rently taken into account in computingerty that the intermediary received fromship distribution. Treasury and the IRS
the income of a U.S. citizen or residenthe trust or proceeds from the propertyequest comments regarding the appro-
or a domestic corporation. Exceptionghat the intermediary received from thepriate scope of gratuitous transfers.
are provided for certain revocable truststrust; (2) the intermediary would not A grantor includes a person who
for trusts from which the only amountshave transferred the property to the U.Sacquires an interest in a trust in a
distributable during the lifetime of the person (or would not have transferrechongratuitous transfer from a person
grantor are to the grantor or the grantthe property on substantially the samevho is a grantor of the trust. A grantor
or's spouse, and for certain compensaerms) but for the fact the intermediaryalso includes an investor who acquires
tory trusts. There also are grandfathereceived property from the foreign trust;an interest in a fixed investment trust
rules for certain trusts that were inor (3) the intermediary received thefrom a person who had acquired his
existence on September 19, 1995. property from the foreign trust pursuantinterest through a direct investment in
As a result of the changes, manyto a plan one of the principal purposeshe trust. Treasury and the IRS request
inbound trusts that were grantor trust®f which was the avoidance of U.S. taxcomments on the appropriate scope of
under prior law are now nongrantor The proposed regulations describe théhese rules as they affect fixed invest-
trusts. Distributions of trust income toeffect of disregarding the intermediary.ment trusts.
the U.S. beneficiaries of such trusts aréf the intermediary is an agent of either If a person creates or funds any
now taxable to U.S. beneficiaries andhe foreign trust or the U.S. personportion of a trust primarily as an accom-
may be subject to an interest charge oonder generally applicable agency prinmodation for another person, the other
accumulation distributions. ciples (under the standards set forth iperson will be treated as a grantor with
Section 1904 of the Act also includesCommissioner v. Bollinger 485 U.S. respect to such portion of the trust. See,
some special rules. Section 643(h)340 (1988)), the amount is treated ag.g.,Stern v. Commissiong#7 T.C. 614
which replaces former section 665(c)paid by the foreign trust to the U.S.(1981), rev'd on other grounds, 747 F.2d
treats any amount paid to a U.S. persoperson in the year it would be so treated55 (9th Cir. 1984).
that is derived directly or indirectly under the general principles. Thus, if the These regulations are not intended to
from a foreign trust of which the payorintermediary is an agent of the foreignchange the result of existing law with
is not the grantor as if the amount istrust, the amount is treated as paid t@espect to trusts used for business pur-
paid by the foreign trust directly to thethe U.S. person in the year it is paid bYposes. See § 301.7701-4(e) (environ-
U.S. person. Section 672(f)(4) allowsthe intermediary to the U.S. person. Ifmental remediation trusts); Rev. Rul.
the IRS to recharacterize a purportethowever, the intermediary is an agent 0§7-127, 1987-2 C.B. 156 (pre-need fu-
gift or bequest from a partnership orthe U.S. person, the amount is treated aferal trusts); Rev. Proc. 92—64, 19922
foreign corporation when necessary tgaid to the U.S. person in the year it isC.B. 422 (rabbi trusts). Treasury and the
prevent the avoidance of the purpose opaid by the foreign trust to the interme-|RS request comments on the applica-
section 672(f). Section 672(f)(5), whichdiary. tion of these new rules to trusts used for
is an expansion of prior section 672(f), |f the intermediary is not an agent ofbusiness purposes.
generally provides that if a U.S. benefi-gither the foreign trust or the U.S. A grantor of a trust may or may not
ciary of a trust created by a foréignperson under generally applicablepe treated as an owner of the trust under
person transfers property to the foreigigency principles, the intermediary gensections 671 through 677 and 679. A
person, the U.S. beneficiary is treated agrally will be treated as an agent of theperson other than a grantor of a trust
the grantor of the trust to the extent Offoreign trust, and the amount will bemay be treated as an owner of the trust
the transfer. treated as paid by the foreign trust taynder section 678.
the U.S. person in the year the amount
is paid by the intermediary to the U.S.3. § 1.672(f)-1: Foreign persons not
1. § 1.643(h)-1: Distributions by cer- Person. Hoyvever, the district directortreated as owners
tain foreign trusts through intermediar- My determine, based on all the relevant

Explanation of Provisions

ies facts and circumstances, that the inter- 1n€ proposed regulations prescribe a
_ _ mediary should be treated as the agef{V0-Step analysis for implementing the
The proposed regulations describe thgf the U.S. person. general rule of section 672(f). First, the

circumstances under which an amount

sgrantor trust rules other than section
of property that is derived, directly or

The regulations provide a de m|n|m|d672(f) (the basic grantor trust rules) are

rule for distributions that do not excee

indirectly, by a U.S. person from a;, ihe agaregate $10.000 applied to determine the worldwide
foreign trust through an intermediaryI ggregate $10,000. amount and the U.S. amount. Then, the
will be deemed to have been paid, § 1.671-2(e): Definition of grantor trust is treated as partially or wholly
directly by the foreign trust to the U.S. owned by a foreign person based on an

person. This rule does not apply if the The proposed regulations provide @nnual year-end comparison of the
intermediary is the grantor of the por-definition of grantor that applies for worldwide amount and the U.S. amount.
tion of the trust from which the amountpurposes of the grantor trust rules gener- The worldwide amount is defined as

is distributed. The amount will be ally. A grantor is any individual, corpo- the net amount of income, gains, deduc-
deemed to have been paid directly byation, or other person to the extent suckions, and losses that would be taken
the foreign trust if any one of the person (i) creates a trust or (ii) directlyinto account for the current year under
following conditions is satisfied: (1) the or indirectly makes a gratuitous transfethe basic grantor trust rules in comput-
intermediary is related (as defined in thego a trust. For purposes of the proposedhg the worldwide taxable income of

regulations) to either the U.S. person oregulations, a gratuitous transfer is anyny person, whether or not such person
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is a U.S. taxpayer (as defined in theaken into account in computing thetrust will be exempt from the general

regulation). The worldwide amount isgross income of a U.S. citizen or resirule of section 672(f), except with re-

determined in accordance with U.S.dent or a domestic corporation (e.g., thepect to any portion of the trust attribut-
principles of income taxation, and in-CFC had no overall earnings and profable to transfers to the trust after Sep-
cludes amounts that would be attributits). tember 19, 1995. Under the proposed
able to foreign persons, without regard The proposed regulations includeregulations, separate accounting is re-
to whether such amounts are subject teimilar rules for trusts created by pas-quired for amounts transferred to the

U.S. income taxation. sive foreign investment companiestrust after September 19, 1995, together
The U.S. amount is defined as the nefPFICs) or foreign personal holdingwith all income and gains thereof, as
amount of income, gains, deductionsgompanies. well as losses and distributions there-

and losses that would be taken into Section 672(f)(3) also provides thatfrom.
account for the current year under théhe general rule of section 672(f)(1)
basic grantor trust rules (directly orshall not apply for purposes of sectiorB. Certain other trusts
through one or more entities) in comput-1296. The proposed regulations imple-
ing the taxable income of a U.S. tax-ment this rule by providing that, for
payer. The U.S. amount includespurposes of determining whether a for . X
amounts such as interest on state cign corporation is a PFIC, the grantof/Ust (Or portion of a trust) if the only
local bonds that are not includible intrust rules shall be applied as if sectiofMounts distributable (whether income
gross income. 672(f) had not come into effect. Conse-ortcortpuds) frorqhsufp tt.rust (]E);hportlontof
A U.S. taxpayer is defined as anyduently, a foreign corporation cannot? rust) uangd_ ?'k;etlrgle? the gran ct)r
person who is a U.S. citizen, a residen@void PFIC status by transferring pas&r® ﬁmoun s distributable '? eh.gran or
alien individual, a domestic corporation SIVe assets to a trust that would be' The Graniors Spouse. For His pur
a U.S. person who is treated as th&eated as a nongrantor trust if sectio®%3¢: payments ~of  reasonable

. - nongratuitous amounts, such as reason-
owner of a trust under section 679, or £72(f) were applied. o
domestic trust to the extent such trus able administrative expenses, are not

actually pays U.S. tax with respect to%' § 1.672(f)-3: Exceptions to generalconsidered to be amounts distributable

. - . from the trust.
the income, gains, deductions, anc{UIe . .
9 The proposed regulations clarify that

Ioslfs?s.e worldwide amount and the U.S A. Certain revocable trusts amounts distributable in discharge of a
'~ The proposed regulations provide thategal obligation of the grantor or the

amount are the same, the basic grantg ; ;
trust rules continue to apply withogt theﬂr‘e general rule of § 1.672(f)-1 doedgrantor's spouse will generally be
limitation of section 672(f). If the not apply to any portion of a trust if the treated as amounts distributable to the

X . wer rev in the arantor titl rantor or the grantor’s spouse. Thus, it
worldwide amount is greater than theogche é?tioﬁ iiséxerctisgb?eas(;[fjm ttbe ttr?é% expected thgt a reinsuEance trust that
U.S. amount, section 672(f) prevents th&4ch port y by

, ' - rantor without the approval or consentvould have been a grantor trust under
basic grantor trust rules from treating & PP . , -
R f anv other person. If the grantor carprior law generally will continue to be a
person as the owner of that portion o' @y P g ) e
the trust attributable to the excess of th@xercise the power only with the ap-grantor trust. (No inference is intended
worldwide amount over the U.S. prova-| of a re|a-ted or subordinate part}ﬁs to whether a reinsurance trust CO.nStI-
amount. who is subservient to the grantor, suciutes —a trust under regulation
power will be treated as exercisabl% 301;ﬁ7oﬁ—4-)ngweveﬂb6|1_ Iegt;_al 0{3“93'
_0- solely by the grantor. ion will not include an obligation to a
fraiin§f§r-§i;2n(f():o$bo-{2tjiitr?sCreated by cer The exception will not apply unlessPerson who is related (as defined in the
the power to revest is exercisable for 4egulations) to the grantor or the grant-
Section 672(f)(3) provides in partperiod or periods aggregating 183 day9r's spouse, unless the obligation was
that, except as otherwise provided iror more during the taxable year of theentered into for adequate and full con-
regulations, a controlled foreign corporatrust. This rule is intended to provide aSideration in money or money’'s worth.
tion (CFC) shall be treated as a domesbright line rule for the benefit of both Trusts from which distributions are tax-
tic corporation for purposes of sectiontaxpayers and IRS examiners that acgble as compensation for services ren-
672(f)(1). Under the proposed reguladresses potentially abusive situations iflered generally will be covered by the
tions, a CFC that creates and funds ahich a power to revest is so limitedexception for compensatory trusts, de-
trust will be treated as a domesticthat it is not likely to be exercised. Thescribed below.
corporation to the extent that, if the183 days need not be consecutive; thus, Amounts distributable to support a
basic grantor trust rules were applieda power to revest that is exercisabldamily member will be treated as
income earned by the trust for theeach year from January 1 through Maymounts distributable to the grantor or
taxable year would be subpart F incom@&1 and again from September 1 througlthe grantor's spouse only if certain
to the CFC that would be currentlyDecember 31 would be eligible for therequirements are satisfied. Although dif-
taken into account in computing theexception. ferent jurisdictions have different re-
gross income of a U.S. citizen or resi- Consistent with the statute, the pro-quirements for support obligations, ad-
dent or a domestic corporation. How-posed regulations provide a grandfatheministrative simplicity is served by
ever, the CFC will not be treated as aule for a trust that was treated agroviding one uniform rule on this
domestic corporation to the extent theowned by the grantor under section 67oint. Under the proposed regulations,
income of the trust would not be subparbn September 19, 1995. As long as sucthe family member must be an indi-
F income or to the extent it would bea trust would continue to be so treatedr/idual who would be treated as a depen-
subpart F income but would not beunder the basic grantor trust rules, thelent of the grantor or the grantor’s

The proposed regulations provide that
the general rule does not apply to any
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spouse under sections 152(a)(1) througtvii) trusts that are welfare benefit fundsforeign corporation and a subsequent
(8), without regard to the requirementdescribed in section 419(e) (without regift to the donee. There also is an
that half of the individual's support be gard to whether they provide taxableexception for charitable contributions to
received from the grantor or the grantbenefits). donees described in section 170(c).
or's spouse. In addition, the family The IRS and Treasury contemplate The proposed regulations provide
member must be either permanently anthat the nonexempt employees’ trustsules for gratuitous transfers to U.S.
totally disabled (within the meaning oflisted in category (iii) above will be donees from trusts created by partner-
section 22(e)(3)) or, in the case of a sonyeated as grantor trusts only to theships or foreign corporations. As a re-
daughter, stepson, or stepdaughter, lesstent provided in proposed regulationsult, a partnership or foreign corporation
than 24 years old. § 1.671-1(g) and § 1.671-1(h), whichcannot avoid the purported gift rule by
Consistent with the statute, the prowere published in thé=ederal Register creating a nongrantor trust that makes
posed regulations provide a grandfathef61l FR 50778) on September 27, 1996an immediate nontaxable distribution of
rule for a trust that was treated as IRAs that are excluded from the listtrust corpus to a U.S. donee. Under the
owned by the grantor under section 67f compensatory trusts because they afoposed regulations, if the partnership
(other than subsection (a)(3) thereof) ofiunded by individuals, rather than em-or foreign corporation is not treated
September 19, 1995. As long as such ployers, are expected to be covered bynder the grantor trust rules as the
trust would continue to be so treatecbne or both of the exceptions for revo-owner of the portion of the trust from
under the basic grantor trust rules, theable trusts or for trusts from which thewhich property is distributed to a U.S.
trust will be exempt from the generalonly amounts distributable during thedonee in a gratuitous transfer, the distri-
rule, except with respect to any portionlifetime of the grantor are to the grantorbution will be characterized as a distri-

of the trust attributable to transfers toor the grantor’s spouse. bution from the partnership or foreign
the trust after September 19, 1995. Un- corporation if such characterization re-
der the proposed regulations, separa® 8§ 1.672(f)—4: Recharacterization ofsults in a higher U.S. tax liability.

accounting is required for amountspurported gifts Notwithstanding any other provision,
transferred to the trust after September the proposed regulations provide that the

19, 1995, together with all income and The proposed regulations implementjistrict director may recharacterize a
gains thereof, as well as losses an € purporte‘:j gift rule of section transfer that is subject to the rules of
distributions therefrom. 72(f)(4)1 WhICh_ was enacted as dsection 672(0(4) to prevent the avoid-
backstop to section 672(f). See Staff ojnce of U.S. tax or clearly to reflect
the Joint Committee on Taxation, 104thncome. For example, the district direc-
Cong., 2nd Sess., General Explanatiofyy may determine, based upon the facts
The proposed regulations implemendf the Tax Legislation Enacted in thegng circumstances, that a distribution
section 672(f)(2)(B), which provides 104th Congress, at 271 (1996). Thom a partnership or foreign corpora-
that, except as provided in regulationspurported gift rule prevents taxpayersjon is more properly treated as a distri-
the general rule shall not apply to anyfrom avoiding the general rule of sec-y,tion from a trust.
portion of a trust from which distribu- tion 672(f) by using a partnership or a The proposed regulations provide a de
tions are taxable as compensation foloreign corporation as a substitute for aninimis rule for purported gifts or be-
services rendered. Tracking the languagiust. quests that do not exceed in the aggre-
of the statute, the proposed regulations As a general rule, if a U.S. doneegate $10,000.
list categories of trusts that constituteeceives a purported gift or bequest
compensatory trusts, without regard talirectly or indirectly from a partnership, 7. 8 1.672(f)-5: Special rules
whether they could be treated as grantahe purported gift or bequest must be . L
trusts under the basic grantor trust rulesncluded in the U.S. donee’s income ad\- Transfers by certain beneficiaries to
This list is intended to be an exclusiveordinary income. If a U.S. donee re-foreign settlor
list. However, the proposed regulationgeives a purported gift or bequest di- The proposed regulations provide that
also provide that additional categories ofectly or indirectly from a foreign cor- if, but for section 672(f)(5), a foreign
compensatory trusts may be designategoration, the purported gift or bequesperson would be treated as the owner of
later in guidance published in the Inter-generally must be included in the U.Sany portion of a trust, any U.S. benefi-
nal Revenue Bulletin. donee’s gross income as a distributiogiary of the trust will be treated as the
The following categories of trusts arefrom the foreign corporation. In the owner of a portion of the trust to the
classified as compensatory trusts: (ijatter case, the U.S. donee will not bextent the U.S. beneficiary directly or
qualified trusts described in sectiontreated as having basis in the foreignndirectly made transfers of property to
401(a), (i) trusts described in sectioncorporation, and the U.S. donee will besuch foreign person in excess of trans-
457(g), (iii) nonexempt employees’treated as having a holding period in thders to the U.S. beneficiary from the
trusts described in section 402(b), (iv)foreign corporation equal to the averaggoreign person. (Such a transfer may
individual retirement account (IRA) holding period (using a weighted aver-also constitute an indirect transfer from
trusts that are either simplified employeeage) of the actual interest holders. a U.S. person to a foreign trust for
pensions described in section 408(k) or However, the gift or bequest will not purposes of section 679.) The U.S. ben-
simple retirement accounts described itbve recharacterized if the donee camficiary need not have been a U.S.
section 408(p), (v) IRA trusts to which establish that a U.S. citizen or residenperson at the time of the transfer.
the only contributions are rollover con-alien who directly or indirectly holds an The proposed regulations do not
tributions listed in section 408(a)(1), (vi)interest in the partnership or foreignspecify a time period within which a
certain so—called rabbi trusts (see Reworporation treated the purported gift agransfer must have been made to trigger
Proc. 92-64 (1992-2 C.B. 422)), anda distribution from the partnership orthis rule. However, they do provide that

C. Compensatory trusts
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the rule will not apply to the extent thedetermined that section 553(b) of thePART 1—INCOME TAXES
U.S. beneficiary can demonstrate thafdministrative Procedure Act (5 U.S.C. p h1i Th thority citation f
the transfer was wholly unrelated to anychapter 5) does not apply to these aragrapn 1. The authority citation for
transaction involving the trust. In addi-regulations, and, because the regulatioﬂ%art l_lslamdended bydadd'fn?l ent.rles n
tion, consistent with the statute, thedo not impose a collection of informa—nu'zqetﬂc"]‘.t qrzgrljosr%a 7285(1 SVXS'
proposed regulations provide that aion on small entities, the Regulatory Sgct%réy'l 643(5)—.1.also issued under
transfer of property does not includeFlexibility Act (5 U.S.C. chapter 6) does )

either a nongratuitous transfer or a gifinot apply. Pursuant to section 7805(f) OFGSU'?.'C' ?45’7(?(27)' SO i d und
that would be excluded from taxablethe Code, these regulations will be sub-26 SCSI%] 643(6[)_(7()8;”%557'25(?)‘22) under
gifts under section 2503(b). mitted to the Chief Counsel for Advo- e y

: i Section 1.672(f)-1 also issued under
) cacy of the Small Business Administra-
B. Different taxable years tion for comment on their impact on 265%};?6% i4g7(g)§7)2ag(|jsg7'zs(sf)(§<)j' Ader
small business. lon 1.672(f)- ISsued u

_ The proposed regulations provide tha 26 U.S.C. 643(a)(7), 672(f)(3) and (6).
if a person has a different taxable yeag,mments and Public Hearing Section 1.672(f)-3 also issued under

from the taxable year of the trust, an ) 26 U.S.C. 643(a)(7), 672()(2) and (6).
amount is currently taken into account Before these proposed regulations are gection 1.672(f)—4 also issued under

in computing the income of such persoridopted as final regulations, considersg y s C. 643(a)(7), 672(f)(4) and (6).
for purposes of the general rule if theation will be given to any written com-  gection 1.672(f)-5 also issued under
amount is taken into account for thements (preferably a signed original andg y 5.C. 643(a)(7) and 672()(6). * * *

taxable year of such person that includesight (8) copies) that are submitted p,r 2 section 1.643(h)-1 is added to
the last day of the taxable year of thdimely to the IRS. All comments will be 054 a5 follows: § 1.643(h)-1 Distribu-

trust. available for public inspection and copy-jons by certain foreign trusts through
. o Ing. intermediaries.
C. Entity characterization A public hearing has been scheduledn

(a) In general For purposes of sec-
ions 641 through 683, any amount of
property that is derived, directly or

or August 27, 1997, at 10 a.m., in room,
313, Internal Revenue Building, 1111
Constitution Avenue, NW, Washington
C. Because of access restrictions, vis
tors will not be admitted beyond the
Ynternal Revenue Building lobby more

a single owner could avoid the pur-y 15 minytes before the hearin
ported gift rule if it could elect to be o

disregarded as a separate entity, becausery . [1es of 26 CFR 601.601(a)(3)"SrSO" if any one of the following
the purported gift or bequest would thenapply to the hearing. conditions is satisfied— _
be received from the owner of the Persons that wish to present Oralgj(l) The intermediary is related

The proposed regulations provide tha
entities generally will be characterized
under U.S. income tax principles. Se
regulations 88§ 301.7701-1 through
301.7701-4. However, an entity havin

indirectly, by a United States person
from a foreign trust through another
person (an intermediary) shall be
deemed to have been paid directly by
Yhe foreign trust to the United States

e et arecomments at the hearing must submiy "0 2o e B FErOeER O O
vide thaf forp gr oses gof sectignowritten comments by August 4, 1997, erson or the foreign trust and the
672(NH(4) ’a whoII[;/ oi\)/vned business en_and submit an outlin'e of the topics to b ntermediary transfers to the United
fity must be treated as a corporationdiscussed and the time to be devoted ta o5 herson either property that the

¢ f its singl g each topic (preferably a signed O”gmaatermediar received from the foreign
separate from s single owner. and eight (8) copies) by August 6, 19974 st or pro)::eeds from the property t%at
8. § 301.7701-2(c)(2)(iii): Special rule A Period of 10 minutes will be allot- o0 mediary received from the for-
for business entities that make purportecﬁed to each person for making Com'eign trust;

gifts ments. (2) The intermediary would not have

An agenda showing the scheduling oé .
. . . : ransferred the property to the United
As explained above, an entity havingthe speakers will be prepared after the ¢ person (or would not have trans-

a single owner could avoid the pur-deadline for receiving outlines has .
ported gift rule if it elected to be passed. Copies of the agenda wil béerred the property to the United States

. . ; .~ person on substantially the same terms)
disregarded as a separate entity undewailable free of charge at the hearingy, "o the fact that the intermediary
the existing entity classification regula-

tions. Therefore, the proposed regulaPrafting Information Liceivecj property from the foreign trust;

tions add a new sentence to the existing the principal author of these regula- (3) The intermediary received the
regulaupns to provide that, for purposesjons is M. Grace Fleeman of the OfﬁCEproperty from the foreign trust pursuant
of section 672(f)(4), a wholly owned of Associate Chief Counsel (Interna-o a plan one of the principal purposes
business entity must be treated as fonal). However, other personnel fromof which was the avoidance of U.S. tax.
corporation, separate from its OWnerthe |RS and Treasury Department par- (b) Exception for grantor as interme-

ticipated in their development. diary. Paragraph (a) of this section shall
oo ox oo not apply if the intermediary is the

It has been determined that this nonc%roposed Amendments to the Regul#,ﬁghortﬁé tgr?"nglj)r::mig (()jfe:if:/z(;[.ruls:to;‘r(:rr]ne

of proposed rulemaking is not a signifi- ions
cant regulatory action as defined in E definition of grantor, see § 1.671-2(e).

12866. Therefore, a regulatory assess- Accordingly, 26 CFR parts 1 and 301 (c) Effect of disregarding intermedi-
ment is not required. It also has beerare proposed to be amended as followsry. If an amount is treated as paid

Special Analyses
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directly by the foreign trust to a United (1) For purposes of applying section Par. 3. In § 1.671-2, paragraph (e) is
States person pursuant to this sectior267 (other than section 267(f)) andrevised to read as follows:

one of the following rules shall apply: section 707(b)(1), “at least 10 percent” ) o

(1) Intermediary is agent under gen-shall be substituted for “more than 508 1.671-2 Applicable principles.

eral principles If the intermediary is an percent” each place it appears; oot

agent of the foreign trust or the United () The principles of section , (S)(1) FOrpurposes of subchapter J of
States person under generally applicablgg7(h)(10), substituting “at least 10 per-1c, INemal Revenue Code, a grantor
agency principles, the payment shall bent for “more than 50 percent,” shall includes any person to the extent such
treated as paid by the foreign trust tqpniy to determine whether two corpora-per-sor-] either creates a trust, or directly
the United States person in the year ifiong are related: and or indirectly makes a gratuitous transfer

would be so treated under such prin- o . (within the meaning of paragraph
ciples. Thus, if the intermediary ispan (3) The principles applicable to trusts(e)(4)(i) of this section) of property to a

agent of the foreign trust, the paymenghalII apply to determine whether anyyst. _

shall be treated as paid to the Unite state is related to another person. (2) A grantor includes a person who
States person in the year the amount is (f) Exgmples The foIIowmg_ ex- acquires an interest in a trust from a
paid by the intermediary to the Uniteq@mples illustrate the rules of this secgrantor of the trust if either— _
States person. If, however, the intermelion. In each example, FT is an irrevo- (i) The transfer is nongratuitous
diary is an agent of the United State<able foreign trust that is not treated agwithin the meaning of paragraph

person, the payment shall be treated fwned by any other person. The ex{e)(4)(ii) of this section); or

paid to the United States person in thé&mples follow: (if) The transfer is of an interest in a
year the amount is paid by the foreign Example 1. Related intermediary. |, a nonresifixed investment trust.
trust to the intermediary. dent alien who is not the grantor of FT, receives a (3) If one person creates or funds a

. . distribution of stock from FT in the year 2001. In . . .
(2) Intermediary is not agent underthe year 2002, | sells the stock to an unrelatedfUst (or portion .Of a trust) primarily as
general principles—(i) Agent of foreign party for its fair market value of 100X and gives &N accommodation for another person,
trust Except as provided in paragraphthe 100X to his daughter, B, who is a U.S.the other person shall be treated as a
" . . . . resident. | is not an agent of either FT or B undergrantor of the trust (or portion of the
(C)(Z)(“) of this section, if the INErMe- generally applicable agency principles. Undergrust) (o p
diary is not an agent of the foreign trustparagraphs (@)(1) and (c)(2)(i) of this section, F11 @ ii) A aratuitous transfer is an
or the United States person under geneis deemed to have distributed 100X directly to B 9 y

(A) The intermediary shall be treated Example 2. “But for" condition I, a foreign market value, or a corporate or partner-

. - ank that is unrelated to any of the parties in thesghip distribution. A transfer of propert
as an agent of the foreign trust; angransactions, received a deposit of 500X from FT P propery

(8) The payment shall be treated as the year 200L. n e year 2002, | vansierge ® [0S\ M2V 0 CONSHETes & gramius
paid by the foreign trust to the United400X to B, a United States person, in a transfe ansie out rega 0 ethe e

- that it would not have made but for the fact that Itransfer is a gift for gift tax purposes
States person in the year the amount I#ad received 500X from FT. | is not an agent of(see chapter 12 of subtitle B of the
paid by the intermediary to the Unitedeither FT or B under generally applicable agencynternal Revenue Code).

States person. principles. Under paragraphs (a)(2) and (c)(2)(i) of :
(ii) Agent of United States personthis section, FT is deemed to have distributed (A) For purposes Of this paragraph
400X directly to B in the year 2002. (e), a transfer for fair market value

The district director may determine, Example 3. Tax avoidance purposT was includes only transfers in consideration
based on all the relevant facts andeaeq'in 1980 by A, a nonresident alien. In thdor property received from the trust,
circumstances, that the intermediaryear 2001, FT's trustee, T, determines that 1000%ervices rendered by the trust, or the
should be treated as the agent of thef accumulated income should be distributed Gight to use property of the trust. A
United States person. If the intermediary"s U-S. granddaughter, B. Pursuant to a plan Wmlransfer is for fair market value only to

; ; principal purpose of avoiding the interest charg
is treated as the agent of the Umte@ at would be imposed by section 668, T causethe extent that the value of the property

States person pursuant to this paragragft (o distribute 1000X to I, an unrelated foreignreceived, services rendered, or the right
(c)(2)(ii), the payment shall be treated agerson. | subsequently transfers 1000X to B in thgg |se property is equal to at least the
I e U Sates person i e S0 1 () % st vae o h prorty rans
year the intermediary receives the payg erred. For example, rents, royalties, and

. distribution from FT in the year 2001.
ment from the foreign trust. ; ;
ent from the foreign trust Example 4. Amount not derived from foreignCOMpeNsation paid to a trust are trans-

(d) De minimis exceptianThis Sec- st W and her husband, H, are both nonresiderfers for fair market value only if the
tion shall not apply if, during the tax- aliens. W's son, S, is a U.S. resident. W receivepayments reflect an arm’s length price
sble year of the Unfed Staes persommua Dions o S00% i 1 o, 1o the use of he- property. i, or

p : 1gn Sthe year 2001, W receives a distribution of 100Xp0ses of this determination, if a person
through one or more intermediaries doegom FT. There is no plan with a principal purposecontributes property to a trust (or to
not exceed $10,000. of avoiding U.S. tax. At the end of the year 2001, gngther entity that subsequently transfers

(e) Related parties For purposes of \,(lvor?é"%‘?f tlr%méoggit?;zs'?xe;g?aeg:a&m(geO}Otrﬁs'the property (or proceeds therefrom) to
this section, an intermediary shall besection is satisfied. The transfer to S is treated as@ trust) in exchange for any type of
treated as related to a United Statesontaxable gift from W and not as an amountinterest in the trust (or other entity),
person or foreign trust if the intermedi-derived directly or indirectly from FT. such interest in the trust (or other entity)
ary and the United States person or (g) Effective date The rules of this shall be disregarded in determining
foreign trust are related within the section are applicable for transfers madeshether fair market value has been
meaning of section 643(i)(2)(B), with by foreign trusts on or after August 20,received. In addition, a person shall not
the following modifications: 1996. be treated as making a transfer for fair
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market value merely because thealue of the units in T is disregarded in determinyhether a trust is treated as owned by a
transferor recognizes gain on the trang?9d Whether A has received fair market valuegyraign person, the taxpayer should first
. . under paragraph (e)(4)(i)(A) of this section. There- .
action. For example, if a taxpayer electgy e "a has made a gratuitous transfer to T, and@PPly the grantor trust rules without
to treat a transfer of appreciated propunder paragraph (e)(1) of this section, A is aregard to section 672(f) (the basic
erty to a foreign trust as a deemed salgrantor of T. grantor trust rules) to determine the
under section 1057, such a transfer Wi|J Egamp'e AGA, blo”o"}‘f. cash from T, an b“”'&e' worldwide amount (as defined in para-
not be treated as a transfer for faitdy et 2= SAdh 'S:g[ﬁ;gf;{gﬁgirsyun;ggraph (c)(1) of this section) and the U.S.
market value because the transferor digaragraph (e)(4)(i)(A) of this section. Therefore,@mount (as defined in paragraph (c)(2)
not receive actual fair market valueunder paragraph (e)(1) of this section, A is not a0f this section).
consideration pursuant to the deemedraEntor OIT;Ni;h resptect to ?efimé%fest %aymer:_t& (2) Result The trust is treated as
xample Ccreates an unds a aomestic H
sale. . trust, D‘IE). After As death, DT distributes cash to aowned by a for_ezlgn person based on an
(B) For purposes of this paragraphoreign trust, FT, that is a beneficiary of DT, @Nnual comparison at the end of the
(e), a transfer to a trust is a corporateinder paragraph (e)(4)(i)(B) of this section, thetrust’s taxable year of the worldwide
distribution, and therefore not a gratudrust distribution by DT is a gratuitous transfer. amount and the U.S. amount. If there is
itous transfer, only if it is a distribution Therefore, under paragraph (e)(1) of this sectiong worldwide amount and such amount is
described in section 301, 302, 305, 35 ;ns'fsera grantor of FT with respect to such g eater than the U.S. amount, under
or 356. Similarly, for purposes of thiS Example 8 A creates and funds a trust, T. T S€ction 672(f) the foreign person shall
paragraph (e), a transfer to a trust is awns stock of C, a publicly traded company, thathot be treated as the owner of the
partnership distribution, and thereforgPays & dividend to its shareholders, including Tportion of the trust attributable to the
not a gratuitous transfer, only if it js "¢ dividend paid by C is a nongratuitous transfelgy cagg of the worldwide amount over
. . . 7 .~ under paragraph (e)(4)(i)(B) of this section. There- . .
described in section 731. A distributiontore "¢ is not a grantor under paragraph (e)(1) ofhe U.S. amount. Otherwise, the_ basic
from one trust to another trust that is ahis section with respect to the dividend. grantor trust rules shall apply without
beneficiary of the first trust is a gratu- Example 9 A, a nonresident alien, creates athe limitation of section 672(f). For

; trust, T, for the benefit of her spouse, B, who is aaxamples. see paragraph (d) of this
itous transfer. U.S. citizen. T is not treated as owned by any, PIes, P grap ( )

. © NOtV_V'thStand'ng any other p'I’OV.I— other person. A sells property worth $1,000,000 tosecnon' o .

sion of this paragraph (e), the districtr in exchange for $100,000 in cash. Under (C) Definitions—(1) Worldwide
director may determine, based upon thearagraph (e)(4)(i)(A) of this section, the $900,00camount The worldwide amount is the
facts and circumstances, that a direct d¥cess is a gratuitous transfer by A. Therefore,_Ahet amount of income, gains, deduc-
indirect transfer to a trust is more'S & grantor of T under paragraph (€)(1) of thisions  and losses that would be taken

roperly characterized as a ratuitougeCtion with respect to such transfer. jnto account for the current year under
hansier : (6) The rules of this paragraph (e) ar%he basic grantor trust rules in comput-

transfer if the transfer was structured(.jlpp"(:(,:ﬂ:ﬂe as of August 20, 1996. . . .

with a principal purpose of avoiding Par 4. Sections ’1 672(f)-1 ing the worldwide taxable income of

U.S. tax. See, e.g., sections 643(a)(7) 672(f)—2 1672(f)—3 1 672.(f)—4 anc,if"my person, whether or not such person

and 679(d). 1.672(f)-5 are added to read as followss, 2 Y:S. taxpayer (as defined in para-
(i) For purposes of this paragraph™’ g(aph ©(3) 0]‘ this sectlon). The world-

(e), any transfer other than a gratuitoug 1.672(f)-1 Foreign persons notWide amount is computed in accordance

transfer is a nongratuitous transfer.  eated as owners. with U.S. principles of income taxation
(5) The following examples illustrate _ and includes amounts that would be
the rules of this paragraph (e): (a) General rule Section 672(f)(1) attributable to foreign persons, without

Example 1 A creates and funds a trust, T, for provides that sections 671 through 67%egard to whether such amounts are
the benefit of her children. Under paragraph (e)(1[the grantor trust rules) shall cause &ubject to U.S. income tax.
of the section, A is a grantor of T. __person to be treated as the owner of any (2) U.S. amountThe U.S. amount is
invEe’;";‘mgLet tzrétm?ketia"’;”is'”‘éf:stgﬁgé 'gsa;'ﬁj’sportipn of a trust only to the extent suchthe net amount of income, gains, deduc-
under § 301.7701-4(c)(L) of this chapter. B subse@PPplication results in an amount (if any)tions, and losses that would be taken
guently acquires As entire interest in T for fair being currently taken into account (di-into account for the current year under
market value. Under paragraph (e)(2) of thisrectly or through one or more entities)the basic grantor trust rules (directly or
isnetgtr'g;‘tv B is a grantor of T with respect to suchin computing the income of a citizen orthrough one or more entities) in comput-
Example 3 A, an attorney, creates a trust, T, forfesident of the United States or a doing the taxable income of a U.S. tax-
the benefit of his client, B, and B's children. The Mestic  corporation. Section 672(f)(1)payer (as defined in paragraph (c)(3)of
trust instrument names A as the grantor. A funds Tmay apply only to a trust that would bethis section). The U.S. amount includes
with a nominal contribution out of his own funds. treated as owned, in whole or in part, byamounts that would be attributable to
’g*e‘r’g’:;Otr?%fcfoe”;;'bfgtr'c;ﬂt;z ";‘ggg?"se:rt\’/‘l“cee"st 'Bntggra foreign person under the grantor trusthe U.S. taxpayer even if the amount
paragraph (€)(3) of this section, B is a grantor ofUl€S Wwithout regard to section 672(f).would not be includible in gross income
, For rules describing the application of(e.g., tax-exempt interest described in
Example 4 A, a U.S. citizen, creates and fundsthis section, see paragraph (b) of thisection 103(a)).
a trust, T, for the benefit of B. B holds an gection. For definitions regarding the (3) U.S. taxpayerA U.S. taxpayer is
t‘r?gﬁfggcfgdthgo‘t"r’ﬁgt‘?or"vghgéﬁ‘(’)"da:fyezmdo:yrg “rules of this section, see paragraph (cny person who is a U.S. citizen, a
the contribution is made. B is treated as an ownePf this section. For examples illustratingresident alien individual, a domestic cor-
of T under section 678 as a result of thethe application of this section, see paraporation, a U.S. person who is treated as
withdrawal power. However, B is not a grantor ofgraph (d) of this section. For the effec-the owner of a trust under section 679,
qutﬂie;vﬁﬁ;?gﬁh (5362 Ogézgu:gcg°2 2s 2 resuive date of the rules of this section, se@r a domestic trust to the extent such
ated T nor made apgratui’tous transfer to T. paragraph (e) of this section. trust actually pays U.S. tax with respect
Example 5 A contributes cash to a trust, T, (D) Application of general rule-(1) to its income, gains, deductions, and

through a broker, in exchange for units in T. Thelnitial determination To determine losses.
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(d) Examples The following ex- of appointment such that FC would be treated apany (as defined in section 552) that

amples illustrate the rules of this secih® owner of FT under section 678. FT acquires greates and funds a trust shall be treated
note issued by FC. FT has no items of income

tion: ~deduction, losses, or credit other than income front?‘S a domestic corporation for purposes
Example 1. U.S. amount equals worldwidethe note. Under U.S. income tax principles, if theOf 88 1.672(f)-1 through 1.672(f)-5 to

amount A, a C_|t|Zen of the Un|ted States, Createsbasic grantor trust rules were applied’ FC W0u|dhe extent that, |f the baS|C grantor trust

and funds an irrevocable foreign trust, FT, for thepe treated as the owner of FT. Thus, FC would beules were applied, income earned by

benefit of his U.S. son, B. Under the basic grantokreated as both the debtor and the creditor wit
trust rules (see section 679), A would be treated agspect to the note, and the note would b he trust for the taxable year would be

the owner of FT. For the taxable year endinggisregarded. Under paragraph (c)(1) of this seccurrently taken into account pursuant to

December 31, 1999, FT has ordinary income ofjon, there is no worldwide amount. Under para-section 551 in computing the gross
100X, Jong-term capttal gain of 200X, deductionSgraph (c)(2) of this section, there is no U.Sincome of a citizen or resident of the
0 » and short-term capital losses 0 -amount. Consequently, under paragraph (b)(2) ofni ; ;
Under paragraph (c)(1) of this section, the world+his section, thce] bas}ilc granto? tru%t ?ule(s );p)plc)}Jmted States or a domestic corporation.
wide amount is 265X (100X + 200X — 20X - without the limitation of section 672(f) to treat FC () Examples The following ex-
15X). Under paragraph (c)(2) of this section, theas the owner of FT. amples illustrate the rules of this sec-
U.S. amount also is 26_5X- Co_nsequently, under Example 5. Deemed contribution on effectivgtjion. In each examp|e FT is an irrevo-
paragraph (b)(2) of this section, because thgate Assume the same facts asExample 2DT  able foreign  trust ’and CEC is a
worldwide amount is equal to the U.S. amountyas created in 1990. On August 20, 1996, DTC an. ) .

the basic grantor trust rules apply without theneld accumulated income. Prior to August 20C0ntrolled foreign corporation. The ex-

limitation of section 672(f) to treat A as the owner 1996, A was treated as the owner of DT. A isamples follow:

of FT. ) deemed to have contributed the assets that were Example 1. Controlled foreign corporation
'Example 2. No U.S. amound, a nonresident held in DT on August 20, 1996 to a new trust onwithout ultimate U.S. ownershifwo nonresident
alien, funds an irrevocable domestic trust, DT, forthat date. aliens, A and B, create a domestic partnership, DP.

the benefit of his U.S. son, B. A has a reversion- (e) Effective date The rules of this DP's only asset is all the stock of CFC. CFC
ary interest within the meaning of section 673. If ; ; creates and funds FT to benefit As U.S. daughter,
the basic grantor trust rules were applied, Awoulasectlon are applicable as of August 200 CFC retains an administrative power over the

be treated as the owner of DT, and any distribu : trust as described in section 675. Thus, if the basic
tions to B would be considered nontaxable gifts . grantor trust rules were applied, CFC would be
from A to B. Under paragraph (c)(2) of this 8 1.672(f)-2 Trusts created by certairreated as the owner of FT, and distributions from
section, there is no U.S. amount, because nfpreign corporations. FT to C would not be taxed as distributions under
amount is taken into account for the current year section 662. However, under paragraph (a) of this

under the basic grantor trust rules in computing (a) Controlled foreign corporationsA  section, CFC is not treated as a domestic corpora-
the taxa‘;'e noome t?]f_ a U-t,3- ta;;f‘ayer- lé’”%efcontrolled foreign corporation (as de-tion for purposes of § 1.672(f)-1. Although CFC
Emount i el 10 DT net income.  Underfned in section 957) that creaties and? 3 OrI0Iq rei0n SAROEIOn (cnisd B
paragraph (b)(2) of this section, A is not treated afunds a trust Sh'_a" be treated as @ymed by CFC will be included in the income of
the owner of any portion of DT. Consequently, DTdomestic corporation for purposes ok U.S. taxpayer. Consequently, there is no U.S.
is a separate taxable entity, and distributions frongg 1.672(f)-1 through 1.672(f)-5 to theamount under § 1.6?2(f)—1(c)(2). Under
g'g itgclgmn;ust be taken into account in computingaytent that, if the grantor trust rules8 %.672(|f)—:tL(b)t(2),ttthbCasm grt?]ntor trust ruLesF_clj_o
Example. 3. U.S. amount less than Worldwide\k’)\lith.OUt regard to section 672(f) (t_he'rl"?an:f%?sy frgmr?}r to C aasre c%ngyg';?édoto bé
amount FP is a foreign partnership for U.S. D@sIC grantor trust rules) were appliedgistributions to C under section 662 and may be
income tax purposes. FP has two partners: C, enicome earned by the trust for thesubject to the section 668 interest charge on
nonresident alien, and D, a U.S. citizen. Thetaxable year would be currently takenaccumulation distributions. (In addition, distribu-
Do, lostes, deductons, and sredis are alocaidi0 account pursuant to section 951 g PC TOR B €25 KL R BEECBTS
50 percent to each partner. FP contributed cash tgompu_tlng the gross '”?Ome of a C't'zerb 1.672(f)-4.)
an irrevocable foreign trust, FT, primarily for the OF resu;ient of th? United States or a gxample 2. Trust income is all subpart F
benefit of E, D's U.S. brother. FP can control thedomestic corporation. income CFC is wholly owned by USC, a domes-
beneficial ?njoyment of thtfe tr:us:)assets within the (b) Passive foreign investment comdic corporation. CFC creates and funds FT for the
fies were applied, £T would be teaied as hPANes—(1) In general A passive for- R S SO T S TR DCEEE
owner of FP. Because D's 50 percent distributiveeign_ investment company (as defined iR Js?elction 674. All of FT's income is of the type
share of FP's income would be currently takensection 1296) that creates and funds at is subpart F income (as defined in section
ir_lt_o account in computing the income of a U.S.trust shall be treated as a domesti@52). FT does not distribute any income. Without
Grash (0)(2) o this Seston is equal to ane hat crporation - for purposes of SR 0 TOR® Coet Y oot e
?hepworldwide amount computeczj under paragrapt§§ 1'672(f)_1 throth 1'672(f)_5 to theks)gglclcan of trust rules were applied, CFC I
_ _ . ; grantor trust rules were applied, CFC would
(c)(1) of this section. Therefore, under paragrapt€Xtent that, if the basic grantor trustpe treated as the owner of FT, and all items of
(b)(2) of this section, FP is not treated as theules were applied, income earned byhcome of FT would be currently taken into
owner of t{?g psortir?n of FT fat'ErTibut_elalbtl)e to C’sdthe trust for the taxable year would beaccount in computing the income of USC, a
eestin £ Such porion of Pl b Tewedcurrently taken o account pursuant tgemeste coeraion, Conseauenty, under pare
FT to E with respect to that portion of the trustgecnon 1293 in computing the gros%omestic corporation for purposes of § 1.672(f)-1.
will be considered distributions to E under sectionincome of a citizen or resident of theunder § 1.672()-1(b)(2), the basic grantor trust
662 and may be subj‘ect to th_e s_ection 668 in_tt_aresynited States or a domestic corporatiorr_ules apply without the limitation of section 672(f)
Gisitons. rom FP 1o £ may be subject o, (2) Application of section 1296For 17 Tex TEC % e 0er o £L BEEAE
recharacterization as purported gifts undepyrpOSeS of d.ete”.nmmg Wh?ther a for'CFC to USC.

§ 1.672(f)-4.) ngn corporation Is a pass_|ve fore|gn Example 3. Portion of trust income is subpart F
Example 4. No worldwide amountSC is a investment company as defined in SeCncome Assume the same facts as Fixample 2
U.S. corporation with a wholly owned foreign tion 1296, the grantor trust rules shall beexcept that FT also owns all of the stock of S, a
st FT that cannot beneft any US. personcPlied as if section 672(f) had ot S Subetantil part of s
USC' reta’ins no power or interest tr{at v.vo.ulg causgome Into _eﬁeCt' . agsets in a trade or business in such couﬂtry. Thus,
it to be treated as the owner of FT under the basic (C) Foreign personal holding compa- gividends from S are not subpart F income. In the
grantor trust rules. However, FC is given a powemies A foreign personal holding com- taxable year ending December 31, 1999, FT’s only
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i(;u:ocrj'nef is squpa;rthXing?rmﬁ of 20c(j)xd antq divi-ynder the basic grantor trust rules. How- ExanIng. Ufnrelgted trustee wiI{ cons;zr;t tg
ends from S o . as no deductions or ; ; evocation FP, a foreign person, creates and funds
losses for 199X. Under paragraph (a) of thisever’ such a trust will be SUbJeCF to thegn irrevocable trust, T. The trustee is a foreign
section, CFC is treated as a domestic corporatiogeneral rule of 8§ 1.672(f)-1 with re- pank, FB, that is not a related or subordinate party
for purposes of computing the U.S. amount undespect to any portion of the trust attribut-within the meaning of § 1.672(c)-1. FB has the
§ 1.$Z§(f)t—1(c)(12h) toryly tobthe te>|<:te_nt FT's irg:omeab|e to transfers to the trust after Sepdiscretion to _disltrig)'ute It:rgstEincor'r)feFc{Br corpltés to
quenty. the U'S. amount is 200X Under ember 19, 1995, fact distibute all the tust property to FP i
§ 1.672(f)-1(c)(1), the worldwide amount is (i) Separate accounting for transfersrequ_ested to do so by FP, under paragraph (a)(1)
250X. Under 8§ 1.672(f)—1(b)(2_), CFC is not after September 19, 199% the case of of this section, T is subject to the general rule of
treated as the owner of the portion of FT attribut- bl h . b § 1.672(f)-1, because FP does not have the power
able to the excess of the worldwide amount ovef €vOcCable t_rUSt that contains DOt eyoke T. FP will not be treated as the owner of
the U.S. amount. Such portion of FT will be amounts held in the trust on September.
treated as a separate taxable entity. Distributions 909, 1995, and amounts that were trans- Example 5. Husband treated as holding power
USP i espect 1o such porton of 7T il b ferred (o the trust after September 19hekd by e 4 and s e, W, bt nonvescent
; ; ; iens, create and fund a trust, T, using communi
may be subject to the section 668 interest charg 995, paragraph (f:l)(Z)(l) of this SeCt'OrEroperty_ The power to revoke T gand revesty
on accumulation distributions. shall apply only if the amounts thatabsolutely in H and W title to the trust property is
Example 4. Reduction in portion of trust treatedwere held in the trust on September 1%xercisable either by W acting alone or by H with
as nongrantor trustAssume the same facts as in1995, together with all income, gains,the consent of W. W ha; _advised H that she will
2010, FT receives dvidend ncome of 2X from 5,410 losses derived therefrom (less a%ﬂhﬁfé‘ﬁ%’&t o a related or suborcinate pary 10 H
none of which is disFrib_uted. In the year _2011, at é)ost-September 19, 1995, distribution ithin the meaning of § 1.672(c)-1, the presump-
time when FT's basis in the stock of S is 80X, stherefrom) are separately accounted fofon that W is subservient to H is rebutted by a
sells its business and invests the proceeds in ass¢fom the amounts that were transferregreponderance of the evidence. However, pursuant
reated  the owner of the porton of FT that hadC (16 Tust after September 19, 19958 *2sten SPA(E: B 2 Feqier o0 M eretore.
: ; ; power to revest that is held by W. Therefore,
previously been treated as a separate taxab(g)gether Wlth all income, gains, .am?iunder paragraph (a)(1) of this section, T is not
entity. FT will be deemed to have distributed 80x/0sses derived therefrom (less all distrigypject to the general rule of § 1.672(f)1. H and
(the stock of S) to CFC. CFC will be required to butions therefrom). If there is no sepa\w are treated as the owners of T.
include 20X of undistributed net income (2X arate accounting, the general rule of Example 6. U.S. grantor of trust revocable by
year for 10 yezflrs) In its income. _ 8§ 1.672(f)-1 shall apply to the trust. Ifforeign person A, a nonresident alien, creates a
(d) Effective date The rules of this ipere is separate accounting, the gener vocable foreign trust, FT, and funds FT with

i i ,000 h. Th I ible benefici f FT
section are applicable as of August 20|;u|e of § 1.672(f)-1 shall not apply to is a forecizsn persin?nBy IEjlolst.IS.ecitisgﬁ IC(:Ig‘zri(l:))utes

1996. the portion of the trust that is attribut-$1,000,000 of appreciated property to FT. B
. able to amounts that were held in theetains no powers that would cause B to be treated

§ 1.672(f)-3 Exceptions to general ruley,qt on September 19, 1995 as an owner of any portion of FT under the

. ’ B grantor trust rules. Although A has the power to

(a) Certain revocable trusts-(1) In (3) Examples The following eX- revest absolutely in itself title to the appreciated

general The general rule of § 1.672(f)—amples illustrate the rules of this paraproperty, A is not a grantor of FT with respect to
1(a) shall not apply to any portion of agraph (a); the appreciated property. See § 1.671-2(e). There-

trust if the power to revest absolutely in Example 1. Owner is grantorfter Septemper '0': under paragraph (a)(1) of this section, the

the grantor title to such portion i5 19, 1995, FP1, a foreign person, creates and fund)somon of FT that is attributable to the appreciated

. ! " property is subject to the general rule of
exercisable solely by the grantor wnhou@hi[g;’;nca\?v'ﬁo t;‘:zt’UTs’ fr%;iégitsbe{‘ﬁgttrggtgepilssg 1.672(f)-1. A iis not treated as the owner of such

the approval or consent of any othekoreign bank, FB, that is owned and controlled byP°toM-
person. If the grantor can exercise suchP1 and FP2, who is FP1's brother. The power to (D) Certain other trusts—(1) In gen-
power only with the approval of arevoke T and revest absolutely in FP1 title to theeral. The general rule of § 1.672(f)-1(a)
related or subordinate party who islTust property is exercisable by FP1, but only withsha|| not apply to any trust (or portion
. the approval or consent of FB. There are no fact: . e
subservient to the grantor, such POWef i would suggest that FB is not subservient of a trust) during the lifetime of the
will be treated as exercisable solely byepi. Therefore, under paragraph (a)(1) of thigrantor if the only amounts distributable
the grantor. The grantor will be treatedsection, T is not subject to the general rule of(whether income or corpus) from such
as having a power to revest only if theS 1.672()-1. FP1 is treated as the owner of Tyryst (or portion of a trust) during the
grantor has such power for a period or Example 2. Owner not grantorAssume the |ifetime of the grantor are amounts
periods aggregating 183 days or morgme facts as itxample ;set)ﬁ:ee?)th\t/C:: FhLdies. distributable to the grantor or the spouse
during the taxable year of the trust. Sene assets of T, but only with the approval of F8.0f the grantor. This paragraph (b) shall
section 643(a)(7). For the definition of There are no facts that would suggest that FB i§10t apply to that portion of a trust from
grantor, see 8§ 1.671-2(e). For the defi-not subservient to FP2. However, under paragrapvhich, at any time after October 20,
nition of related or subordinate party @@ ?f tlh's fsgcf'%r%‘ﬂ > how S“bllf;tz to tht‘91996, any amounts are distributable to
see § 1.672(c)-1. For purposes of thigf;r?tr; g?? Too is not(t)r_ee;tedegzu;ee Ownésr Z?T%ny person other than the grantor or the
paragraph (a), a related or subordinaté g,ampie 3. Trustee not related or subordinateSPOUS€ Of the grantor. For purposes of
party is subservient to the grantor unlesgarty, Assume the same facts as Example 1 this paragraph (b), payments of
the presumption in the last sentence ofxcept that neither FP1 nor any member of himongratuitous amounts (within the
§ 1.672(c)-1 is rebutted by a prepondertamily has any substantial ownership interest omeaning of § 1.671-2(e)(4)(ii)) will not
ance of the evidence. ?églegcgogge;:";”nywm e ';Fr:;L/ s AitrougrDe considered amounts distributable. For
(2) Grandfather rule—(i) In general FpP1 can replace FB if FB refuses to approve of€_ definition of grantor, see § 1.671-
The general rule of § 1.672()—1 shallconsent to FP1's decision to revest the trus2(€).
not apply to a trust that was treated agroPerty in himself, FB is not a related or (2) Amounts distributable in dis-
owned by the grantor under section 67 :)kz‘l’)rd(')?atﬁs 'Zirc%aneringLet;jeé’t”ffrthgaéiﬂg’;gﬂharge of legal obligation-(i) In gen-
on September 19, 1995, as long as thgie of § 1.672(f-1. FP1 will not be treated as€ral.- Subject to the provisions of para-
trust would continue to be so treatedhe owner of T. graph (b)(2)(ii) of this section, amounts
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that are distributable from a portion of agraph (b)(4)(i) of this section shall applyand A will no longer be the spouse of the grantor.

trust in discharge of a legal obligationonly if the amounts that were held ingf)t(zrbltgzgt'i‘t’;rce' FT will be treated as a separate

of the grantor or the spouse of thethe trUSI_ on September _19' 1995, to- Example 5. Fixed investment trustC, a for-

g_ran_tor shall be treated as amountgether with all income, gains, and lossesign corporation, invests in a domestic fixed
distributable to the grantor or the spousglerived therefrom (less all post-investment trust, DT, that is classified as a trust
of the grantor for purposes of paragraplseptember 19, 1995, distributions therednder § 301.7701-4()(1) of this chapter. The

; ; ; only amounts that are distributable from the
(b)(1) of this section. For this PUrp0S€from) are separately accounted for fro”bor)t/ion of DT that is owned by FC are amounts

an obligation is considered a legal oblithe amounts that were transferred to theistributable to FC. Under paragraph (b)(1) of this
gation if it is enforceable under the localy st after September 19, 1995, togethegection, such portion of DT is exempt from the

law of the jurisdiction in which the with all income, gains, and losses degeneral rule of § 1.672(f)-1. FC is treated as the

grantor (or the spouse of the grantor). o~~~ ~owner of its portion of DT.

resides. e et foss ab dsibuiors Samwk & Tore o dont

So(rlll)Flalt’a%%lrpoot;“egsatcl)?np;at?agrfellgtr]e?b)?g;ii)couming' the general rule ofbusiness with a foreign insurance company, Fi. FI
! ! ) § 1.672(f)—1 shall apply to the trust. If creates and funds an irrevocable domestic trust,

of this section, the ternfegal obligation . ) DT, in the United States as security for its

does not include an obligation to athere is separate accounting, the genergljigations under the reinsurance agreement. The

related person except to the extent theule of 8 1.672(f)-1 shall not apply to trust funds are held by a U.S. bank and may be

L . he portion of the trust that is attribut-used only to pay claims arising out of the
obllgatlon was contracted bona fide and P reinsurance policies. On the termination of DT,

for adequate and full consideration inble to amounts that were held in theany assets remaining will revert to Fl. The only
money or money’s worth (seetruston September 19, 1995. amounts that are distributable from DT are distrib-

§ 20.2043-1 of this chapter). For this (5) Examples The following ex- utable in discharge of FI's legal obligation. There-

: . . fore, under paragraph (b)(1) of this section, DT is
purpose, a related person is a persoamples illustrate the rules of this parasyempt from the general rule of § 1.672(f)-1. FI

described in § 1.643(h)-1(e). ~graph (b): is treated as the owner of DT.

(3) Amounts d|3t”pUta_b|e in dis-  Example 1. Amounts distributable only to Example 7. Asset securitization trug foreign
charge of support obligatianAmounts grantor or grantor’s spouseH and his wife, W, corporation, FC, borrows money from a bank, B,
that are distributable from a portion of aare both nonresident aliens. H and W have a childo finance the purchase of an airplane. FC creates
trust in discharge of the grantor’s or theC' who is a U.S. reS|dent..H creates e_md funds a; forﬁlgT trus;, FT, éo %Id th? airplane as r?ecunty

, ; bligation to supDor rrevocable trust, FT, using only his separateor the loan from B. The only amounts that are
grantoys Spouse's obliga pp roperty. The only amounts distributable (whethedistributable from FT are amounts distributable to
a family member shall be treated asncome or corpus) from FT as long as either H orB in the event that FC defaults on its loan from B.
amounts distributable to the grantor oW are alive are amounts distributable to H or W.Thus, the only amounts distributable from FT are
the spouse of the grantor only if theUpon the death of both H and W, C may receivein discharge of FC’'s legal obligation to B. When

; ; P distributions from FT. Under paragraph (b)(1) of FC repays the loan, the trust assets will revert to
famlly member is an individual who this section, FT is not subject to the general ruld=C. Under paragraph (b)(1) of this section, FT is
would be treated as a dependent of thgr g 1.672(f)-1 during H's lifetime. H is treated exempt from the general rule of § 1.672(f)-1. FC
grantor or the grantor's spouse undess the owner of FT. is treated as the owner of FT.
sections 152(a)(1) through (8), without Example 2. Amounts temporarily distributable (c) Compensatory trusts(1) In gen-
regard to the requirement that half ofto person other than grantor or grantor’s spouse grg|. Except as provided in paragraph

s ding ) ; Assume the same facts as Example 1 except - -
the individual's support be recelvedthat C is a 30-year old law student at the time 1(C)(4) of this section, § 1.672(f)-1 does

from the grantor or the grantor's SPOUS€is created, FT is created after October 20, 1996)0t apply to any portion of a trust

and the family member is either— and the trust instrument provides that as long as distributions from which are taxable as
(i) Permanently and totally disabledis in law school amounts may be distributed fromcompensation for services rendered. A

(within the meaning of section 22(e)(3));FT 1o pay Cs expenses. Thereafter, the onbryst described in this paragraph (c)(1) is

or amounts distributable from FT as long as either f d in thi .
or W are alive will be amounts distributable to H [€T€ITe€d t0 In this section as a compen-

(i) In the case of a son, daughteror w. C's expenses are not treated as legsfatory trust.
stepson, or stepdaughter, less than Zsbligations of H or W under paragraph (b)(2)(i) (2) Trusts classified as compensatory

years old. of this section or as support obligations unde}rusts The foIIowing types of trusts are

; paragraph (b)(3) of this section. Therefore, unde
(4) Grandfather rule—(i) In general paragraph (b)(1) of this section, FT is subject tdh€ Only types of trusts that shall be

The general rule of § 1.672(f)-1 shalle general rule of § 1.672(f)-1(a). H is notclassified as compensatory trusts within
not apply to a trust that was treated ageated as the owner of FT. After C graduates fronthe meaning of paragraph (c)(1) of this
owned by the grantor under section 67Taw school, the general rule of § 1.672(f)-1 stillgaction—

(other than section 677(a)(3)) on Sepwill be applicable, and H still will not be treated (I) A qualified trust described in sec-

tember 19, 1995, as long as the trugt® e owner of FT. i .
. ' . tion 401(a) (but see 1.641(a)-0(a));
would continue to be so treated undeguExample 3. Grantor predeceases Spouges: ( ) ( 8 ( ) ( ))

; me the same facts as Example 1 H prede- (i) A trust described in section

the basic grantor trust rule_s. Howevergeases W. Under paragraph (b)(1) of this sectiony57(qg):

such a trust will be subject to theFT will become subject to the general rule of 2" ,

general rule of § 1.672(f)-1 with re-8 1.672(f)-1 upon H's death, because W is not a (i) _A nonexempt _employees trust

spect to any portion of the trust attribut-9rantr. Accordingly, FT will be treated as adescribed in section 402(b) (see

able to transfers to the trust after Sep§ezi::;It:XZbIEﬁeenctltyo:fpgir\‘/o':cseﬂe?:;'a s and § 1.671-1(g) and (N));

tem,ber 19, 1995. . funds a trust, FT, from which the only amounts,. (IV) A trust that is an. |ndIV|_duaI re._
(i) Separate accounting for transfersdistributable are amounts distributable to himselfiféMent account described in section

after September 19, 199F the case of and A. At the time FT is created, A is H's wife. 408(k) or 408(p);

a trust that contains both amounts hel¢fowever, the trust document refers to A only by  (y) A trust that is an individual retire-

in the trust on September 19, 1995, an e)r(l)”%TethisH Sggtcijorf E$’°Vrvfne'bg”s‘fjfjegfr;g:ﬂgr}nent account the only contributions to
amounts that were transferred to thgeneral rule of § 1.672(f—1 after the divorce,Which are rollover contributions listed in

trust after September 19, 1995, parabecause amounts will still be distributable to A,section 408(a)(1);
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(vi) A trust that would be a (b) Exceptions—(1) U.S. partner or eign corporation is more properly char-
nonexempt employees’ trust described ishareholder treats transfer as distribu-acterized as a distribution from a trust.
section 402(b) but for the fact that thetion and gift Paragraph (a) of this (g) De minimis exceptianThis sec-
trust's assets are not set aside from theection shall not apply if the U.S. donedion shall not apply if, during the tax-
claims of creditors of the actual orcan establish that a U.S. citizen orable year of a U.S. donee, the aggregate
deemed transferor within the meaning ofesident alien who directly or indirectly amount of purported gifts or bequests
§ 1.83-3(e); and holds an interest in the partnership othat is transferred to such U.S. donee

(vii) A trust that is a welfare benefit foreign corporation treated the purportedlirectly or indirectly from a partnership
fund described in section 419(e). gift as a distribution to the U.S. partneror foreign corporation does not exceed

(3) Other individual retirement ac- or shareholder and a subsequent gift t§10,000. The aggregate amount must
counts For rules that apply to individual the U.S. donee. include gifts or bequests from persons
retirement accounts (within the meaning (2) Charitable contributions Para- thatthe U.S. donee knows or has reason
of section 408(a)) that are not compengraph (a) of this section shall not applyt® know are related to the partnership or
satory trusts within the meaning ofto U.S. donees that are described ifireign corporation (within the meaning
paragraph (c)(1) of this section, seesection 170(c). of section 643(i)). _
paragraphs (a) and (b) of this section. (c) Certain distributions from trusts _ (1) Examples The following ~ex-

(4) Exceptions The Commissioner created by partnerships or foreign Cc)r_amples illustrate the rules of this sec-

may, in revenue rulings, notices, or i i ign fion:
hy id blish % in the | Oratlon.s' If .a partnersh|p or forelgn Example 1.FC is a foreign corporation that is
other guidance published in the Internagorporation is treated as the Ownefwnolly owned by A, a nonresident alien. FC
; . y y A,
R_evenue B_U"e“n (see §_601-601(d)(2)under sections 671 through 679, of alistributes property directly to A's U.S. daughter,
(ii)(b)), designate categories of compenportion of a trust from which property is B. purportedly as a gift. Under paragraph (a)(2) of
satory trusts to which the general rule Ogistributed to a U.S. donee in a gratulls dseg“?”' BF(’:““?; treat th‘?f g's"'b““o’: ol
; ; ividend from FC. (However, if B can establis
paraI\graph (C)(l) of this section does NOfous transfer, the U-.S- _don_ee must trearctwat the distribution exceeded FC's earnings and
apply. _ _ the amount as a distribution from theprofits, B must treat such excess as an amount
(d) Effective dateExcept as provided partnership or foreign corporation. If areceived in excess of basis under section
in paragraph (b)(1) of this section, thepartnership or foreign corporation is not301(€)).) If FC is a passive foreign investment
rules of this section are applicable as ofreated as the owner, under sections 675PMPany. B must treat the am‘?l‘l‘”‘ as a distribu-
A t 20. 1996 th h 679 of th fi f t tt n under section 1291. B wi be treated as
ugus ' : roug ,» OT The portuon of a Mrusthaying the same holding period as A.

o from which property is distributed to a Example 2.FC is a foreign corporation that is
§ 1.672(f)-4 Recharacterization of pur-y.S. donee in a gratuitous transfer, thaholly owned by A, a nonresident alien. FC

ported gifts. U.S. donee shall be taxable in thefreates and funds a revocable foreign trust, FT,
. . . from which a gratuitous transfer is made immedi-
manner provided in paragraph (a) of this,

; ’ tely to As U.S. daughter, B. Thus, the transfer is
section only if the U.S. tax computedout of trust corpus. FC is not treated as the owner
under that section exceeds the U.S. tagf FT under sections 671 through 679. Under
c : i aragraph (c) of this section, B must treat the
and without regard to the existence ot?ﬁétswt%ue'darggugfzs'fatggtr%i'iogc}?geeansfer as a dividend from FC, rather than a
any trust, if a United States person (U_Sth trust istribution from FT, if such treatment results in a
donee) directly or indirectly receives a- ¢ TUst _ higher U.S. tax liability. _
purported gift or bequest (as defined in (d) Definition of purported gift or (i) Effective date The rules of this
paragraph (d) of this section) from aPequestFor purposes of this section, asection are applicable for any transfer
partnership, the purported gift or bequesgpurported gift or bequest is any transfeby a partnership or foreign corporation
must be included in the U.S. donee'dy a partnership or foreign corporationon or after August 20, 1996.
(2) Purported gifts from foreign cor- Yalue) to a person who is not a partneB 1.672(f)-5 Special rules.

porations Except as provided in para-!" the partnersh_lp or shareholder of the (a) Transfers by certain beneficiaries
graphs (b) and (f) of this section, and©r€ign corporation. to foreign settlor—(1) In general If, but

without regard to the existence of any (€) Effect on U.S. partner or share-for section 672(f)(5), a foreign person
trust, if a U.S. donee directly or indi- holder. This section applies only towould be treated as the owner of any
rectly receives a purported gift or be-computations of the U.S. donee’s grosgortion of a trust, any U.S. beneficiary
quest (as defined in paragraph (d) oficome. This section does not affect theyf such trust shall be treated as the
this section) from a foreign corporation,U.S. tax treatment of a U.S. partner inowner of a portion of the trust to the
the purported gift or bequest must béhe partnership or a U.S. shareholder oéxtent the U.S. beneficiary directly or
included in the U.S. donee’s gross inthe foreign corporation. indirectly made transfers of property to
come as if it were a distribution from (f) Recharacterization by district di- such foreign person (without regard to
the foreign corporation. For purposes ofector. Notwithstanding any other provi- whether the U.S. beneficiary was a U.S.
section 1012, the U.S. donee will not besion in this section, if a U.S. doneebeneficiary at the time of any transfer)
treated as having basis in the foreigmeceives a transfer that is subject to thén excess of transfers to the U.S. benefi-
corporation. However, for purposes ofrules of this section, the district directorciary from the foreign person. The rule
section 1223, the U.S. donee will bemay recharacterize such transfer to presf this paragraph will not apply to the
treated as having a holding period in thevent the avoidance of U.S. tax or clearlyextent the U.S. beneficiary can demon-
foreign corporation on the date of theto reflect income. For example, thestrate to the satisfaction of the district
deemed distribution equal to thedistrict director may determine, basedlirector that the transfer by the U.S.
weighted average of the holding periodsipon the facts and circumstances, that laeneficiary to the foreign person was
of the actual interest holders. distribution from a partnership or for- wholly unrelated to any transaction in-

(&) In general—(1) Purported gifts
from partnershipsExcept as provided in
paragraphs (b) and (f) of this section
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volving the trust. For purposes of this Section 301.7701-2(c)(2)(iii) also is-depreciation method, recovery period,
paragraph, a transfer of property doesued under 26 U.S.C. 643(a)(7)convention, and asset class.

not include a nongratuitous transfer. Seé72(f)(4) and (6). Section 1.168(i)-1 applies to property
8§ 671-2(e)(4)(ii)). In addition, a gift . . _Subject to 8 168 that is placed in ser-
shall not be taken into account to the Par. 6. Section 301.7701-2 ...viceJ in taxable years endiﬂg on or after
extent such gift would not be character—amended bfy"addn.wg paragraph (C)(Z)('")October 11, 1994. For property subject
ized as a taxable gift under sectior® read as follows: to 8 168 that was placed in service after

2503(b). For a definition ofJ.S. benefi- § 301.7701-2 Business entities: definiPecember 31, 1986, in taxable years

ciary, see section 679. tions. ending before October 11, 1994,
(2) Examples The following ex- e e § 1.168(i)—1(l) provides that the Internal
amples illustrate the rules of this sec- (c) *** Revenue Service will allow any reason-
tion: 2) ** able method that is consistently applied
Example 1.A, a nonresident alien, contributes (iii) Special rule for foreign businessto the taxpayer’s general e}sset accounts.
property to FC, a foreign corporation that 'Sentities that make purported giftsFor .02 Except as otherwise expressly

wholly owned by A. FC creates a foreign trust, - ; ;
FT, for the benefit of A and his children. FT is the purposes of applying the rules ofrovided, a taxpayer must obtain the

revocable by FC without the approval or consensection 672(f)(4), a wholly owned busi-consent of the Commissioner of Internal
of any other person. FC funds FT with theness entity shall be treated as a corpor&€venue to change a method of ac-
property rgceived from A. A and his family move ion separate from its single ownercount'ng for federal income tax pur-

to the United States. Under paragraph (a)(1) oF ! 'poses. Section 446(e) and § 1.446-—

this section, A is treated as the owner of FT. * * * * * 1(6)(2)(0 To obtain this consent. the
Example 2.B, a U.S. citizen, makes a gratu- ' . ’ -

itous transfer of $1 million to his uncle, C, a Michael P. Dolan, 2Xpayer must file a Form 3115, Appli

nonresident alien. C creates a foreign trust, FT, for Acting Commissioner of Internal cation for Change in Accounting

the benefit of B and his children. FT is revocable Method, during the taxable year in
by C without the approval or consent of any other which the taxpayer desires to make the
person. C funds FT with the property receivedrijled by the Office of the Federal Register onproposed change. Section 1.446-
from B. Under paragraph (a)(1) of this section, Bjyne 4, 1997, 8:45 a.m., and published in the ISSUBT (e)(3)(i)

is treated as the owner of FT. (B also would bey the Federal Register for June 5, 1997, 62 F.R. '

Revenue.

treated as the owner of FT as a result of sectionq7gs) .03 The Commissioner is authorized
679.) to prescribe administrative procedures
(b) Different taxable yearslf a per- 26 cFr 601.204: Changes in accounting period$Setting forth the limitations, terms, and
son has a different taxable year (a&nd in methods of accounting. conditions necessary to obtain consent
defined in section 7701(a)(23)) from the(Also Part |, 88 168, 446, 481; 1.168(i)-1, 1.446-for effecting a change in method of
taxable year of the trust, an amount is- accounting and to prevent amounts from
currently taken into account in COMPUt-py proc. 97-30 being duplicated or omitted, including
ing the income of such person for =~ ) the taxable year or years in which the

purposes of § 1.672(f)-1 if the amoun § 481(a) adjustment is to be taken into
is taken into account for the taxabletS‘ECTION 1. PURPOSE account. Section 1.446-1(e)(3)(ii).
year of such person that includes the This revenue procedure allows a tax-
last day of the taxable year of the trustpayer to make a general asset accouSECTION 3. GENERAL ASSET

(c) Entity characterization Entities election under § 168(i)(4) of the Inter-ACCOUNT ELECTION

enerally shall be characterized undenal Revenue Code for certain property : . .
?J.S. ir):come tax principles. Seethat was placed in service in taxable 01 Subject to section 3.02 of this
8§ 301.7701-1 through 301.7701-4 ofiears ending before October 11, 1994 €venue procedure, a taxpayer may elect
this chapter. However, for purposes offhe election set forth in this revenue'® @PPly the general asset account rules
§ 1.672(f-4, a transferor that is aprocedure is available only for a taxabld” 8 1.168())-1 for any item of prop-
wholly owned business entity shall beyear ending in 1996 or 1997 (the yeaf'D: (1) depreciated by the taxpayer
treated as a corporation, separate frof change). under § 168; (2) placed in service by
its single owner. See § 301.7701— the taxpayer after December 31, 1986,

: in any taxable year ending before Octo-
2(c)(2)(iii) of this chapter. _ SECTION 2. BACKGROUND ber 11, 1994; (3) for which the taxpayer
(d) Effective date The rules of this

. . .01 Section 168(i)(4) provides that,has not previously made a general asset
section are generally applicable as Of,qer requiations, a taxpayer may mainaccount election; and (4) held by the
August 20, 1996. However, the rules ingy one"or more general asset accountgxpayer as of the beginning of the year
paragraph (c) of this section shall not bg, . ro0erty to which § 168 applies.of change.
gﬁglhcraeblﬁlaut?glr: [?natfhg];:ggglr'gftgg ZS 4The rules for general asset accounts are .02 This election may be made only if
ter] 9 9 provided in § 1.168(i)-1 of the Incomethe taxpayer has records that establish:

' Tax Regulations, which allows a tax-(1) the taxable year in which the prop-
payer to make an election to grouperty was placed in service by the tax-
Z’gRMT”\ﬁ%lT_RZﬁgﬁEDURE AND assets into one or more general assepayer; (2) the applicable depreciation

accounts. The assets in any particulamethod, recovery period, and convention
Par. 5. The authority citation for partdccount are depreciated as a single assender § 168 for the property; (3) the
301 is amended by adding an entry iffach general asset account generaliynadjusted depreciable basis (as defined

numerical order to read as follows: includes only assets that are placed im 8§ 1.168(i)-1(b)(1)) of the property as
service by the taxpayer in the samef the beginning of the year of change;
Authority: 26 U.S.C. 7805 * * * taxable year and that have the samand (4) the depreciation allowed or
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allowable, whichever is greater, for thepayer for any item of property for which SECTION 6. EFFECTIVE DATE

property as of the end of the taxablea general asset account election is made )

year immediately preceding the year opursuant to this revenue procedure. This AN €lection may be made pursuant to
change. consent is granted for the taxpayerdhis révenue procedure for a taxpayer's
year of change. The consent is condit@xable year ending in 1996 or 1997.
tioned, however, on the taxpayer’s com-

plying with this revenue procedure. IfSECTION 7. EFFECT ON OTHER

01 In general If a taxpayer makes a the taxpayer does not comply with thisDOCUMENTS

general asset account election under th[§Venue procedure, the taxpayer will be - =~ 97-27, 1997-21 L.R.B. 10,

revenue procedure, the taxpayer corfe€med to have initiated a change in .o o
sents to, and agrees to apply, all of th&nethod of accounting without obtaining :

provisions of § 1.168())-1 to the prop_the consent of the Commissioner e HRAFTING INFORMATION

erty subject to the election, beginningquired under § 446(3)_- o .
with the year of change. Thus, pursuant -02 No § 481(a) adjustmenBecause The principal author of this revenue

to § 1.168())-1(k)(1), the election gen-the adjusted basis of the property is noprocedure is Kathleen Reed of the Of-
erally is irrevocable and will be binding changed by the general asset accoufice of Assistant Chief Counsel
on the taxpayer for computing taxableelection, the method change is made offPassthroughs and Special Industries).
income fOI’ the year Of Change and fOIa cut-off basis and, thUS, no adjustmen?or further |nf0rmat|0n regal’dlng t_hIS
all subsequent taxable years. The ele¢inder § 481(a) is required or permitted!€Venue procedure, contact Mark Pitzer

tion has no effect on the depreciation .03 Manner of making method at (202) 622-3110 (not a tol-free call).
method, recovery period, and conventiorthange.

of the property. (1) Complete and file a current .
suance of Taxpayer Assistance

.02 Establishment of general assef-orm 3115.The general asset aCCOUﬂgrders (TAOS)
accounts. Any property subject to a €lection under this revenue procedure i

general asset account election under thidade on the taxpayer's timely filedpejegation Order 232 (Rev. 3)

revenue procedure must be grouped int@riginal federal income tax return (in-

one or more general asset accounts igluding extensions) for the year ofEffective: April 16, 1997.

accordance with the rules in § 1.168(j)-change or on an amended return for the Authority: To issue Taxpayer Assis-
1(c) and separate from any accounyear of change filed no later than De+tance Orders (TAOs), other than TAOs
formed in any taxable year prior to thecember 20, 1997. The election is madénvolving a principal residence, under
year of change. In addition, each generdly attaching a completed, current FormiRC § 7811, as amended by § 102 of
asset account must include a beginninéllS to the taxpayer’'s original or Pl.Jb”C Law 104-168 (Taxpayer Bill of
balance for both the unadjusted depredmended return for the year of changeRights 2).

ciable basis and the depreciation reservEhe requirement to file a Form 3115 Delegated to:Assistant Commissioner
of the general asset account. The begirduring the taxable year in which the(International); Regional Commission-
ning balance for the unadjusted depretaxpayer desires to make the proposeers; District Directors and Assistant Di-
ciable basis of the general asset accoufifiange is waived in accordance witirectors; Service Center Directors and
is equal to the sum of the unadjusted 1.446-1(e)(3)(ii). Assistant Directors; Regional, Service

depreciable bases as of the beginning of  (2) No user fee.No user fee is Center, District, and International Tax-
the year of change for all propertyrequired for a Form 3115 filed underPayer Advocates. _
included in the general asset accounthis revenue procedure. Any user fee Redelegation:This authority may be
The beginning balance of the depreciathat is submitted with any Form 3115rédelegated to an Associate Taxpayer
tion reserve of the general asset accoumequesting permission to make a gener4tdvocate. _ _
is equal to the sum of the depreciatiorasset account election under this revenue Authority: To issue Taxpayer Assis-
allowed or allowable, whichever is procedure will be returned to the tax-tance Orders (TAOs), under IRC
greater, as of the end of the taxable yegvayer. gf 7{?1'(;;(;‘;;::8%3\/%3 ﬂggﬁ'pﬂ f{gs'gee;::
immediately preceding the year of 04 No protection from examination : - . -
change for all property included in thechanges.ApgeneraI asset account elec—gmy action regarding a principal resi-
general asset account. tion under this revenue procedure doe§eNce: . .
not change the taxpayer's present Delegated to:Regional Commission-
method of computing depreciation al-8rS: Assistant Commissioner (Interna-
lowances for the property subject to thdional), and the Regional and Interna-
election and, consequently, examinatioﬁ'Olr:‘e""ld-r‘]’lxp‘"‘t}’er ?:’Vocaiﬁsn't t
protection is not provided. Therefore, Redelegation:inis authority may no
L Corsen g st e, B e o e,

. change, a taxpayer that receives consentThe authority to modify or rescind a
made pursuan.t to this revenue procedurt% make a general asset account electioPAO is limited by IRC § 7811(c), as
is a change in method of accounting,nger this revenue procedure does natmended by § 102(b) of Public Law
Under § 1.446-1(e)(2)(i), the consent otnereby obtain protection from examina-104-168, to only the Commissioner,
the Commissioner is hereby granted tqon changes for the property included inDeputy Commissioner, and Taxpayer
make this method change by any taxthe general asset account. Advocate.

SECTION 4. EFFECT OF ELECTION

SECTION 5. CHANGE IN METHOD
OF ACCOUNTING
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Source of Authority:Treasury Order trusts and the procedures for foreigrirust in a nongratuitous transfer from a

150-10. trusts to appoint U.S. agents. Section \person who is a grantor of the trust. A
This order supersedes Del. Order 23provides guidance regarding the nevgrantor also includes an investor who
(Rev. 2). reporting requirements for U.S. benefi-acquires an interest in a fixed invest-
ciaries of foreign trusts. Section VIment trust from a grantor of the trust. If

Dated April 16, 1997. explains the new reporting rules for U.Sone person creates or funds any portion

Lee R. Monks persons who receive large gifts fromof a trust primarily as an accommoda-
Taxpayer Advocate. foreign persons. Section VII providestion for another person, the other person
guidance on the new penalties for failwill be treated as the grantor with
ure to comply with these reporting re-respect to such portion of the trust.

Information Reporting on quirements. Finally, Section VIII pro- Gratuitous transfers are described below
Transactions With I_:orelgn Trusts vides special transition rules. in Section IIl.
and on Large Foreign Gifts Treasury and the Service expect 10 A “peneficiary” includes any person

issue regulations incorporating the guidsyy,5¢

; X : ) could possibly benefit (directly or
ance set forth in this notice. Until SUChindirectIy) from the trust at any time

This notice provides guidance regardregulations are issued, taxpayers mugfsclyding any person who could benefit
ing the new foreign trust and foreigncomply with the guidance set forth it the trust were amended), whether or

Notice 97-34

gift reporting provisions contained in thethis notice. not the person is named in the trust
Small Business Job Protection Act of . . instrument as a beneficiary and whether
1996 (the “Act’). The Act expands Section l. Revisions to Forms 3520 o1 ot the person can receive a distribu-

information reporting requirements un-and 3520-A tion from the trust in the current year.

der section 6048 of the Internal Revenue pyior to the Act, a U.S. person whoSections 679(c), 643(a)(7)See also
Code (the “Code”) for U.S. personsyansferred property to a foreign trustH-R. Rep. No. 658, 94th Cong., 1st
who make transfers to foreign trusts angyas required to report the transfer oress. 210 (1975), 1976-3 (vol. 2) C.B.
for U.S. owners of foreign trusts. Inporm 3520, “Creation of or Transfers to902. However, for purposes of sections
addition, the Act adds new reportingcertain Foreign Trusts,” within 90 days 643(i), 679(a)(3)(C) and 1494, a person
requirements for U.S. beneficiaries Ofof the transfer. In addition, U.S. ownerswill not be considered a beneficiary if,
foreign trusts, extensively revises they foreign trusts were required to filebased on all relevant facts and circum-
civil penallties for failure to file informa- annually Form 3520-A, “Annual Return stances, it could not be reasonably an-
tion with respect to foreign trusts, andof Foreign Trust with U.S. Beneficia- ticipated that the person could possibly
adds civil penalties for failure to reportjeg » No reporting was required of U.S. benefit from the trust. For example, for
certain transfers to foreign entities. Se@eneficiaries of foreign trusts or of U.S.this purpose a publicly-traded corpora-
sections 6048(c), 667_71 and 1494(c) ersons who received gifts from foreigntion would generally not be treated as a
The Act also_ adds section 6039_F to th;gersons. beneficiary of a family’s trust even if
Code, creating reporting requirements |, order to facilitate taxpayer compli- the trustee is given complete discretion
for U.S. persons who receive large g|ftsance and reduce duplicative reportindgO distribute trust income to anyone.
from forelgn persons. requirements, the Service is de\/elopingiowevel‘, friends and business associ-
Notice 96-60, 1996-49 |.R.B. 7, pro-5 revised Form 3520 (“Annual Returnates of the family would be considered
vided that taxpayers would not be reto Report Transactions With Foreignbeneficiaries of such a trust because it
quired to file information statementsTrysts and Receipt of Certain Foreigreould be reasonably anticipated that the
under section 6048(a) or be subject tgsifts”) that generally will allow U.S. trust could possibly benefit such per-
ass_ociated pen_alties under_section 667ﬁersons to use a single form to complhsons.
until further guidance was issued. Secyith all of the new reporting require- An “obligation” includes any bond,
tion VIII of this notice sets forth this ments of the Act pertaining to transacnote, debenture, certificate, bill receiv-
further guidance. tions with foreign trusts and the receiptable, account receivable, note receivable,
This notice has eight sections. Sectiomf foreign gifts. In addition, Form open account, or other evidence of in-
| explains the expected revisions t03520-A will be revised so that foreigndebtedness, and, to the extent not previ-
Forms 3520 and 3520-A. Section lltrusts will be able to use that form toously described, any annuity contract.
provides certain definitions of termsmeet the new information reporting re-
used in this notice. Sectlon [l providesquirements of. section 6948(b). U.S.section IIl. Transfers to Foreign
guidance on reporting of transfers toowners of foreign trusts will no longer Ty sts
foreign trusts. Section IV explains thepe required to file Form 3520-A.
reporting responsibilities of U.S. owners
of foreign trusts, including the informa- Section II. Definitions
tion returns to be filed by these foreign

This section of the notice provides
guidance for the reporting of transfers to
foreign trusts. As more fully described
—_— o For purposes of this notice, the termdbelow, gratuitous transfers are reportable
There are currenitly wo provisions of he Intemakgrantor,” “beneficiary,” and “obliga- under section 6048(a). For this purpose,
Revenue Code designated as section 6039F. T " defined foll . fer i f h
second provision was added by the Health InsulON” are defined as follows. a gratuitous transfer is any transfer other
ance Portability and Accountability Act of 1996 A “grantor” includes any person who than: (a) a transfer for fair market value,
(HIPAA). Treasury intends to seek a technicalcreates a trust as well as any persoar (b) a corporate or partnership distri-
;Zf;egé'gg tt)c)’/ m;?: tgsfggstsi(')gn”%t&ggc“gﬁ Sgsggmho directly or indirectly makes a gra-bution. In addition, as more fully de-
quent references to section 6039F in this Noticauitous transfer of money or _other prop-scribed below, nongratuitous transfers
relate to section 6039F as contained in the Smaffty to a trust. A grantor includes af(all transfers other than gratuitous trans-

Business Job Protection Act of 1996. person who acquires an interest in ders) to a foreign trust are reportable
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under section 1494 if: (a) the U.S.scribed in section 1491 as well adrust in exchange for any type of interest
transferor does not immediately recogsection 6048(a). Section 1491 generallyn the trust, such interest in the trust will
nize all of the gain on the transfer (orprovides that a U.S. person who transbe disregarded in determining whether
recognizes gain solely by reason of arfers property to a foreign trust is subjecfair market value has been received. In
election under section 1057), or (b) theéo a 35 percent excise tax on anyaddition, a U.S. person will not be
U.S. transferor is related to the trust. Ifunrecognized gain in the transferredreated as making a transfer for fair
a transfer is gratuitous in part andproperty. Section 1494 generally pro-market value merely because the
nongratuitous in part, the gratuitous porvides that transfers described in sectiotransferor recognizes gain on the trans-
tion of the transfer must be reportedl491 to certain foreign entities (includ-action. For example, if a taxpayer elects
under section 6048 and theing foreign trusts) must be reportedto treat a transfer of appreciated prop-
nongratuitous portion of the transferNotice 97-18, 1997-10 |.R.B. 35, pro-erty to a foreign trust as a deemed sale
must be reported under section 1494vided that in the case of transfers taunder section 1057, such a transfer will
foreign trusts, reporting obligations un-not be treated as a transfer for fair
A. Background der section 1494 may be satisfied if themarket value because the transferor did
Section 6048(a) generally provides .S. tra_nsfgror complies Wit_h its report-not _receiv_e actual fair market value
that any U.S. person who directly oriNg obligations under section 6048(a)consideration pursuant to thg deemed
indirectly transfers money or other prop-a”d_ the U.S. transfgror does not owe;ale. For special rules regardmg obliga-
erty to a foreign trust (including a €XCise tax under section 1491. tslon?_ |ssmaté b%/ rlelated foreign trusts, see
transfer by reason of death) must report B. Section 6048(a) Information Re- “ccuon Mi.L. below. .
such transfer at the time and in theyorting @ For purposes of this notice, a transfer

manner prescribed by the Secretary. Sec- herwi . . toa foreign ;]rustfis a corporate dist_ribu—
tion 6048(a)(2). Transfers to foreign Except as otherwise provided in Section, and therefore not a gratuitous

; ; : tion IILLE., a U.S. person must reporttransfer, only if it is a distribution
ZSZEZ)(E)?S&HESEA,I% fri(;ttlgréseted;ngirg?émder section 6048(a) any gratuitouslescribed in seqtions 301, 302, 305,
by the Secretary to be described iffransfer to a foreign trust. AIthough355, or.356. Similarly, for purposes of
section 501(c)(3) are not reportable unhongratuitous transfers_ generally are nd_hls notice, a 'grans_fer_ to a foreign trust
der these requirements. Sectioﬁeportabl,e under section 6048(&_1), anys a partnershlp. distribution, and th_erg-
6048(a)(3)(B)(ii). Transfers involving transfer in exchange for. an obl[gat[onfore not a gratuitous transfer, onlly |_f it
fair market value sales are also noEhat is treated as a qualified obligationis described in section 731. A distribu-
reportable. Section 6048(a)(3)(B)(i). Thel@S defined in section IIl.C.2) must alsotion from one trust to another trust that
Secretary may exempt other types ope reported under section 6048(a). In_thes a .benefluary of the first trust is a
transfers from being reported if the€vent of a reportable transfer occurringyratuitous transfer. Moreover, a domest_|c
United States does not have a significarf®y _ €son of _death, the_ executor, agust that becomes a forelgn trust is
interest in obtaining the required infor- efined in section 2203, is responsiblaleemed to have mao!e a gratuitous trans-
mation. Section 6048(d)(4). A personfor reporting the transfer.. fer of gll its assets immediately bgfore
who fails to comply with the reporting A gratuitous transfer is any transferbecoming a foreign trustSee section
requirements of section 6048(a) withother than (i) a transfer for fair market1491. _ _
respect to a transfer occurring afterv‘filu_e' or (i) a corporate or partnership th\Nlthstandmg any other gmdance
August 20, 1996, will be subject to a ggdistribution. A transf(_er of property to aprovided by .th|s notice, a gratuitous
percent penalty on the gross value of thifust may be considered a gratuitousransfer also mcludes any direct or'|nd|-
property transferred. Section 6677(a)'gransfer without regard to whether therect transfer that is structured with a

transfer is a qift for gift tax purposesprincipal purpose of avoiding the appli-
g(see Chapter 12 of Subtitle B of thecation of sections 679 or 6048See
Code). A gratuitous transfer to a foreignsections 643(a)(7), 679(d), and 6048(a).
section 679. Section 679 generally treat rulgcl;)rn;lsj?:)obszsr%?(iﬁiesdnggcgogr':r:nizfgf C. Trust Obligations
?rul;tsﬁ Ft)ﬁcrescL)Jn.Sés ptgfs ngTgng;e"’r‘sfogfc;%'j’or fair market value includes only 1. Background _
erty to the foreign trust and the trusttrans_fers in consideration for_property Congress was concerned that certain
could benefit a U.S. person. However received from the trust, services reniaxpayers may have atte_mpted to avoid
U.S. person will not be treated as t’h%ered by the trust, or the right to usehe application of sections 679 and
0\}vn.er of the trust under section 679 ifeprpperty of the trust. A transfer is for604§3(a) by yransferrlng property to a
in exchange for the property transferre, air market value only to the extent that_forelgn trust in exchange for obligations
to the trust, the U.S. person receive he value of the property received, serissued by the trust. H.R. Rep. No. 542,
property Whése valué i's at least equal t ices rendered, or the right to use tha04th Cong., 2d Sess., pt. 2 at 25
the fair market value of the property roperty is equal to the fair market(1996). Thus, the Act provides that if a
transferred. Section 679(a)(2)(B) value of the property transferred. ForU.S. person transfers money or other
N ) example, rents, royalties, and compensaoperty to a related foreign trust, any
Certain transfers of property by U.S.jjon paid to a trust are transfers for fairobligation issued by the trust (or any
persons to foreign trusts may be demaryet value only if the payments re-obligation of a person related to the
2 As explained in Notice 97-18, Treasury and theflect an arm’s length price for the use oftrust) will not be taken into account in

Service are studying whether distributions bythe property of, or services rendered bydetermining if the U.S. person received
domestic corporations and partnerships should

One of the purposes of the reportin
requirements in section 6048(a) is t
ensure that U.S. transferors comply wit

reportable under section 1494. This notice doe e trust. . . . _fair market value, except to the e)_(tent
not affect the reporting of such corporate or FOr purposes of this determination, ifprovided by regulations. Sections
partnership distributions. a U.S. person contributes property to &79(a)(3)(A)(i), 6048(a)(3)(B)(i). For
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purposes of determining whether an obebligation (this extension is not neceslonger be a qualified obligation. How-
ligation is disregarded, a person is resary if the maturity date of the obliga-ever, based on all facts and circum-
lated to a trust if, without regard to thetion does not extend beyond the end o$tances, the district director may deem a
transfer, the person is a grantor of théhe U.S. person’s taxable year and igratuitous transfer to have occurred on
trust, a beneficiary of the trust, or apaid within such period); when properlyany date on or after the issue date of the
person who is related (within the meanexecuted and filed, such an agreememtriginal obligation. For example, if at
ing of section 643(i)(2)(B)) to any will be deemed to be consented to bythe time the original obligation was
grantor or beneficiary of the trust. Secthe Service Center Director or the Assisissued the transferor knew or had reason
tion 679(a)(3)(C). tant Commissioner (International) forto know that the obligation would not
Congress nevertheless intended thagturposes of § 301.6501(c)-1(d); ande repaid, the district director could
Treasury and the Service would exercise (vi) The U.S. transferor reports thedeem the transfer to have occurred on
regulatory authority to allow certain status of the obligation, including princi-the issue date of the original obligation.
trust obligations to be taken into accounpal and interest payments, on FornA demand loan does not have a speci-
in determining whether such a transferoB520 for each year that the obligation ified term and, therefore, cannot be a
has received fair market value. In exeroutstanding. “qualified obligation.” In addition, an
cising this regulatory authority, Congress If, while the original obligation is annuity contract cannot be a “qualified
expected that Treasury and the Serviceutstanding, the U.S. transferor or aobligation.”
would give consideration to whetherperson related to the trust directly or The rules for qualified obligations
there is a reasonable expectation that andirectly obtains another obligation is-apply to an obligation of a related
obligation of the trust would be repaid.sued by the trust, or if the U.S. foreign trust (or of a person related to
H.R. Conf. Rep. No. 737, 104th Cong.transferor directly or indirectly obtainsthe trust) issued after February 6, 1995,
2d Sess. 335 (1996). another obligation issued by a persofyhether or not in accordance with a
2. Qualified Obligations related to the trust, the original obliga-preexisting arrangement or understand-
Where a U.S. person transfers monetion will be deemed to have the maturitying. For purposes of these rules, if an
or other property to a related foreigndate of any such subsequent obligatio@bligation issued on or before February
trust in exchange for an obligation fromin determining whether the term of theg 1995, is modified after that date, and
that trust (or an obligation of a personoriginal obligation exceeds the specifiethe modification is a significant modifi-
related to such trust), regulations will5-year term. In addition, a series ofcation within the meaning of § 1.1001—
provide that the obligation will be takenobligations issued and repaid by thes the obligation is treated as if it were
into account for purposes of section 679rust (or a person related to the trustlssued on the date of the modification.
in determining whether the U.S.will be treated as a single obligation ifHowever, the penalty contained in re-
transferor received fair market valuethe transactions giving rise to the obli-yised section 6677 will only apply to
from the foreign trust only if the obliga- gations are structured with a principakhe failure to report transfers in ex-

tion is a “qualified obligation.” purpose to avoid the application of thischange for obligations issued after Au-
An obligation is a qualified obligation provision. gust 20, 1996.
only if: If an obligation treated as a qualified

() The obligation is reduced to writ- obligation subsequently fails to be a D. Section 1494 Information Re-
ing by an express written agreementgualified obligation (e.g., a renegotiationporting

(i) The term of the obligation does of the terms of the obligation causes the . . .
not exceed five years (for purposes oferm of the obligation to exceed five. NOWwithstanding that nongratuitous
determining the term of an obligation,years), the U.S. transferor will be treate&ranSferS of property generally are not
the obligation’s maturity date is the lastas making a gratuitous transfer to thdePortable under section 6048(a), fair
possible date that the obligation can bérust in an amount equal to the originalMarket value transfers must nevertheless
outstanding under the terms of the obliobligation’s adjusted issue price (withinP€ 'éported on Form 3520 pursuant to

gation); the meaning of § 1.1275-1(b)) plus any>ection 1494 if.
(iiiy All payments on the obligation accrued but unpaid qualified stated in- (i) The U.S. transferor (other than a
are denominated in U.S. dollars; terest (within the meaning of § 1.1273-person described in Part ILA.1.i.

(iv) The vyield to maturity of the 1(c)) as of the date of the subsequerthrough iii. of Notice 97-18, 1997-10
obligation is not less than 100 percenevent that causes the obligation to nd.R.B. 35) makes a nongratuitous trans-
of the applicable Federal rate and nolonger be a qualified obligation. If the fer of appreciated property to a foreign
greater than 130 percent of the applimaturity date is extended beyond fivetrust and does not immediately recog-
cable Federal rate (the applicable Fedyears by reason of the issuance of &ize all of the gain on the property
eral rate for an obligation is the appli-subsequent obligation by the trust (otransferred (or recognizes gain only by
cable Federal rate in effect under sectioperson related to the trust), the amourfitason of an election described in sec-
1274(d) for the day on which the obli- of the gratuitous transfer will not exceedtion 1057); or
gation is issued, as published in thehe issue price of the subsequent obliga- (i) The U.S. transferor is related to

Internal Revenue Bulletin); tion. The subsequent obligation will bethe trust. A transferor is considered
(v) The U.S. transferor extends theseparately tested to determine if it is aelated to the trust if the transferor is the
period for assessment of any income oqualified obligation. grantor of the trust, a beneficiary of the

transfer tax attributable to the transfer Generally, as discussed above, a grdrust, or a person related to a grantor or
and any consequential income taxtuitous transfer resulting from a failedbeneficiary (applying the principles of
changes for each year that the obligatiogualified obligation will be deemed to section 643(i)(2)(B), as modified by

is outstanding, to a date not earlier thamccur on the date of the subsequerfection I[I.A.2. of Notice 97-18,

three years after the maturity date of thevent that causes the obligation to nd997-10 I.R.B. 35).
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If such a nongratuitous transfer to a Furthermore, the Secretary has deter- discount for the minority interest.) Even if the
foreign trust is reportable under sectioomined that, if a foreign trust is described
1494, the transfer must be reported oin sections 402(b), 404(a)(4), 404A or
Form 3520 in a manner comparable t®01(c)(3), or is an RRSP, and a transfer count will be treated as a gratuitous transfer as
the manner for reporting transactiondo such trust would be exempt from
with other foreign entities on Form 926reporting under section 6048(a) pursuant
(“Return by a U.S. Transferor of Prop-to this notice, no reporting is required
erty to a Foreign Corporation, Foreignwith respect to any transfer to that trust
Estate or Trust, or Foreign Partnerunder section 1494. Thus, no penalty

ship”). SeeNotice 97-18, Section IlI.C. will

apply under sections 6677 or

Thus, if a U.S. person transfers apprecii494(c) with respect to the failure to
ated property to a foreign trust and doeseport any transfer to such a trust.

not immediately recognize the entire

Comments are solicited concerning

amount of gain on the transfer (orwhether other categories of transfers to
recognizes gain only by reason of arforeign trusts should be exempt from
election described in section 1057), theeporting under sections 6048(a) and
transferor must separately identify thel494.

property transferred. However, if the
transferor recognizes the gain (if any)
on the property transferred, but the

F. Examples

The following examples illustrate the

transferor is related to the foreign trustyyles in this Section Il. In these ex-

the transferor may aggregate themples, A is a U.S. citizen, DC is a
amounts transferred to the trust duringyomestic corporation, DT is a domestic
the year, using the categories set forth iyst that is not treated as owned by any

Section III.C. of Notice 97-18.
The transferor will not be required to
file a separate Form 926 in addition to

Form 3520 unless the transferor owes

excise tax under section 1491 with re-

spect to a transfer. Elections under sec-

tion 1057 to avoid the section 1491

excise tax can be made on Form 3520.

E. Deferred Compensation and
Charitable Trusts

Without regard to whether a transfer
to a foreign trust is gratuitous or
nongratuitous, transfers to foreign trusts
described in sections 402(b), 404(a)(4),
404A, or 501(c)(3) are exempt from

reporting under section 6048(a). Section

6048(a)(3)(B)(ii). For purposes of this
provision, a trust will be considered
described in section 501(c)(3) only if it
has a determination letter from the Ser-

vice that has not been revoked recogniz-

ing its status as exempt from income
taxation under section 501(a).

Section 6048(d)(4) authorizes the Sec-
retary to suspend requirements of sec-
tion 6048 as appropriate. Based on this

authority, no reporting will be required

under section 6048(a) on transfers to

other person, and FT is a foreign trust.

Example 1. Contribution to FTA contributes
cash to FT, through a broker, in exchange for
units in FT. The value of the units in FT is
disregarded in determining whether A has re-
ceived fair market value. Therefore, the contri-
bution by A is a gratuitous transfer and A must
report the contribution to FT under section
6048(a).

Example 2. Interest payment to FA. borrows
cash from FT, an unrelated foreign trust. Arm’s-
length interest payments by A will not be
treated as gratuitous transfers. Thus, A is not
required to report the payments under section
6048(a). In addition, A is not required to report
the payments under section 1494, since A is not
related to the trust.

Example 3. Trust distribution to FTA created
and funded DT. After As death, DT distributes
cash to FT, which is a beneficiary of DT. The
trust distribution by DT is a gratuitous transfer.
DT must report the distribution under section
6048(a).

Example 4. Dividend payment to FA creates
and funds FT. FT owns stock of DC, a publicly
traded company, which pays a dividend to FT.
The dividend paid by DC is not a gratuitous
transfer. Thus, DC is not required to report the
dividend to FT under section 6048(a).

Example 5. Right to withdrawF, a foreign
individual, creates FT and contributes $10,000
to FT. In addition, A transfers $10,000,000 to
FT. A retains no power over FT. F has the right
to withdraw all of FT's property. A must report
the transfer of $10,000,000 to FT under section

Canadian Registered Retirement Savingseo4s(a).

Plans (RRSPs) if the trust would qualify
for treaty benefits at the time of the
transfer under the Convention Between
the United States of America and
Canada with Respect to Taxes on In-
come and on Capital. Any U.S. person
relying on a tax treaty with Canada to
avoid information reporting must, how-

ever, disclose this position under section

6114.
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Example 6. Anti-abuse ruld=T is created by a
foreign person to benefit B, A's child, who is a
U.S. citizen. FT is not treated as owned by any
other person. On December 1, 1998, A creates a
limited partnership and contributes property
worth $1,000,000 to the limited partnership. On
March 1, 1999, with a principal purpose to
avoid the application of section 679, A sells a
25 percent interest in the limited partnership to
the trust in exchange for $185,000 (A takes the
position that $185,000 reflects the fair market
value of the 25 percent interest because of a

25

fair market value of the minority interest in the
limited partnership was only $185,000 at the
time of the transfer, the $65,000 minority dis-

of March 1, 1999, for purposes of section 679
and 6048 because the transaction was designed
to avoid section 679. Therefore, A must report
the $65,000 minority discount under section
6048(a) in 1999. A must also report the
$185,000 under section 1494 in 1999, since A is
related to the foreign trust.

Example 7. Nongqualified obligationA, the
father of a U.S. beneficiary of FT, sells property
worth $1,000,000 to FT in exchange for an
obligation issued by FT. The obligation is not a
“qualified obligation.” Thus, A's sale to FT will

be treated as a gratuitous transfer and A must
report the transfer under section 6048(a). A will
also be treated as owning for purposes of
section 679 the portion of the trust attributable
to the property worth $1,000,000 that he trans-
ferred to the trust.

Example 8. Qualified obligationA, a benefi-
ciary of FT, sells property on January 1, 1998,
worth $1,000,000 to FT in exchange for an
obligation issued by FT due on January 1, 2001,
with a stated interest rate equal to 100 percent
of the applicable Federal rate. FT is not treated
as owned by any other person. To ensure that
the obligation is a qualified obligation, A must
report the transfer for purposes of section
6048(a), properly extend the statute of limita-
tions for each year in which the obligation is
outstanding, and report annually on the status of
the obligation. Provided A complies with these
requirements, the obligation is a qualified obli-
gation and A has not made a gratuitous transfer
to the trust in 1998 for purposes of section
6048.

Example 9. Subsequent transfer while qualified
obligation is outstanding.Assume the same
facts asExample 8 except that As father, C,
who is not a U.S. person, also loaned FT
$900,000 on December 1, 2000, when the
adjusted issue price on FT's original obligation
to A is $800,000, plus accrued but unpaid
interest of $10,000. FT's obligation to C has a
maturity date of December 1, 2004, more than
five years after the issue date of As original
obligation. Because A is related to C, As
original obligation is treated as having a matu-
rity date of December 1, 2004. Thus, A will be
treated as having made a gratuitous transfer to
FT of $810,000 as of December 1, 2000. A
must report this transfer on Form 3520 for the
year 2000. However, if as of the date of As
original transfer A knew or had reason to know
that the obligation would not be repaid, the
district director could determine that A made a
gratuitous transfer to FT of $1,000,000 as of
January 1, 1998.

Example 10. Nongratuitous bank loan to FA.
funds FT with a contribution of $1,000,000. A's
grandchildren, who are U.S. citizens, are the
only possible beneficiaries of FT. A is treated as
the owner of FT under section 679. FT borrows
money from an unrelated U.S. bank at arm’s
length terms to purchase U.S. real property.
U.S. bank has made a nongratuitous transfer to
FT, and is not required to report the transfer for
purposes of section 6048(a).

Example 11. Non-arm’s length sale to related
FT. FT is created by a foreign person to benefit
B, As spouse, who is a U.S. citizen. FT is not
treated as owned by any other person. A sells
property worth $1,000,000 to FT in exchange
for $100,000 in cash. The $900,000 excess is a
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gratuitous transfer by A. A must report this gttaches a Foreign Grantor Trust Infor- B. Liabilities

excess under section 6048(a). A must also repomation Statement to the form (6) sends

the $100,000 under section 1494, since A is
related to FT.

B, As spouse, who is a U.S. citizen. FT is notu_s_ owner of a portion of the trust, and
treated as owned by any other person. Th

office building in which A conducts his U.S.

value rental payments to FT. As rental pay-Of the Foreign Grantor Trust Information

ments are not gratuitous transfers. Thus, A iStatement) to each U.S. beneficiary who

not required to report the rental payments undey iV istribution from th rust
section 6048(a). However, A must report the eceived a_distributio 0 the trus

aggregate amount of the rental payments on a . -
annual basis under section 1494 since A i&ided in Section VIII, Form 3520-A

related to FT.
Example 13. Transfer that is gratuitous in partments furnished to the U.S. grantors an
and nongratuitous in partAssume the same | g peneficiaries by the fifteenth day of

facts as Example 12 except that As rental .
payments to FT are in excess of fair marketthe third month after the end of the

value. The portion of each of As rental pay-trust’s taxable year (or later, if pursuant

ments that is in excess of fair market value is ¢0 an extension of time to file). See
gratuitous transfer. Thus, A must report theSection VIl for special filing deadlines
excess portion of each payment under sectio - -

6048(a). In addition, A must report the fair ?OI’ fllmg For_m 3520-A for 1996.

market value portion of the payments under 1h€ Foreign Grantor Trust Informa-
section 1494.

substantially the following format:

Section IV. U.S. Owners of Foreign

Trusts. FOREIGN GRANTOR TRUST

INFORMATION STATEMENT
Each U.S. person treated as an owner ,

of a foreign trust under sections 6711- Foreign Trust Background Informa-
through 679 is responsible for ensuring'on

that the foreign trust files an annual
return setting forth a full and complete
accounting of all trust activities, trust
operations and other relevant informa-
tion. Section 6048(b)(1). In addition, the
U.S. owner is responsible for ensuring C.
that the trust annually furnishes such
information as the Secretary prescribes
to U.S. owners and U.S. beneficiaries of
the trust. Section 6048(b)(1)(B). If the
trust does not furnish this information,
the U.S. owner is subject to a penalty
equal to 5 percent of the gross value of
the portion of the trust’'s assets treate
as owned by that person. Section
6677(b) and (c)(2). The penalty applies
to taxable years of U.S. owners begin-
ning after December 31, 1995.

tification number (“EIN”) of trust

tification number (“TIN") of the
U.S. agent (if any)
Name, address and TIN (if any) of

3520-A
D. Method of accounting used by the
trust (cash or accrual)

trust to which the statement ap-
plies

contain both beginning and end of

A. Annual Return approximate fair market value. A
good faith estimate of fair market

The Service plans to revise Form value is satisfactory.

3520-A to allow that form to be used

by foreign trusts to satisfy their annual A. 'i‘ssét:sh

information reporting requirements. Un- ' .

til the revised Form 3520-A is available, 2. Accounts receivable

the U.S. owner must ensure that a o Inventory L

trustee who is authorized to sign Form 4. Government obligations
3520-A: (1) files the unrevised Form 5. Other marketable securities
3520-A, (2) writes “FOREIGN 6. Other non-marketable securities
GRANTOR TRUST” at the top of the 7. Depreciable (depletable) assets
form, (3) completes the identifying in- 8. Real property

formation on the form as if the foreign 9. Other assets (attach summary
trust were the U.S. owner required to schedule)

file the form, (4) signs the form, (5) 10. Total assets
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a Foreign Grantor Trust Owner State-
Example 12. Nongratuitous transfer to relatedMent (see part 4 of the Foreign Grantor
FT. FT is created by a foreign person to benefitTrust Information Statement) to each

$7) sends a copy of a Foreign Grantor
business is owned by FT. A makes fair market! TUSt Beneficiary Statement (see part 5

furing the taxable year. Except as pro-

must be filed and the required stateg_ Foreign Trust Income Statement. Use

tion Statement should be submitted in

A. Name, address and employer iden-

B. Name, address and taxpayer iden-

year balances. Amounts may be ag-
gregated within each category listed
below and should be stated at their

1. Accounts payable

2. Contributions, gifts, grants, etc.
payable

3. Mortgages and notes payable

4. Other liabilities (attach sum-
mary schedule)

5. Total liabilities

C. Retained Earnings

1. Contributions

2. Accumulated trust income
3. Other (state nature)

4., Total net worth

U.S. tax principles to determine the
trust’s income.

A. Income

1. Interest

2. Dividends

3. Rents, royalties, distributive
share of partnership income, etc.

4. Capital gains
a. Net short-term capital gain
b. Net long-term capital gain

5. Other (state nature)

6. Total income

B. Deductions

Interest

Foreign taxes

State and local taxes

Trustee and advisor fees
Amortization and depreciation
Other (state nature)

. Total deductions

NoogkrwhpRE

the trustee who signed Form C. NetIncome or loss (A.6. less B.7.)
D. Distributions

to beneficiaries
(separately state for each U.S.
beneficiary)

E. The taxable year of the foreign E. Tax credits (attach summary

schedule)

4. The Foreign Grantor Trust Owner
4. Foreign Trust Balance Sheet. The Statement
foreign trust balance sheet should A. Foreign Trust Background Infor-

mation

1. Name, address and EIN of trust

2. Name, address and TIN of U.S.
agent (if any)

3. Name, address and TIN (if any)
of the trustee who signed Form
3520-A

4. Method of accounting used by
the trust (cash or accrual)

5. The taxable year of the foreign
trust to which the statement ap-
plies

6. Name, address and TIN of the
U.S. owner

7. A good faith estimate of the
U.S. owner’s gross reportable
amount (the fair market value of
the trust's assets treated as
owned by the U.S. person)
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B. Statement of Net Income Attribut-
able to the Owner. Use U.S. tax
principles to determine the own-
er's income.

1. Income attributable to the owner
a. Interest
b. Dividends
c. Rents, royalties, distributive
share of partnership income,
etc.
d. Capital gains
1. Net short-term capital gain
2. Net long-term capital gain
e. Other (state nature)
f. Total income
2. Deductions attributable to the

2. A statement identifying whether
the owner of the foreign trust
(or the portion of the foreign
trust from which the beneficiary
received a distribution) is an
individual, trust, corporation or
partnership,

son. If the owner is a U.S.

person, a foreign partnership, a

foreign corporation, or a foreign

trust, attach the name, address

and TIN (if any) of the owner.
B. Appointment of U.S. Agent.

If a foreign trust with a U.S. owner

and whether that
person is a U.S. or foreign per-

Type or print your hame below

TIN (if any)

Address

[Name of agent] accepts this appoint-
ment to act as agent for [name of
foreign trust] for the above purpose. |
certify that | have the authority to

execute this authorization of agent to
act on behalf of [name of foreign

trust] and agree to accept service of
process for the above purposes

3.

4.

does not have a U.S. agent, the Secre-
a tary may determine the amounts re- Signature of agent
b. Foreign taxes quired to be taken into account with
c. State and local taxes respect to the foreign trust by the U.S.
d. Trustee and advisor fees owner. Section 6048(b)(2). In order to
e. u Vi avoid this result, a U.S. owner of a
f.
g

owner
. Interest

(title) (date)

Type or print your name below

- Amortization and depreciationforejgn trust should ensure that the _
Other (state nature) foreign trust appoints a U.S. person to TIN (if any)
. Total deductions act as the foreign trust's limited agent

Net Income or loss attributablefor purposes of applying sections 7602, Address

to the owner (B.1.f. less B.2.9.) 7603, and 7604 with respect to a request The authorization of agent agreement

Tax credits attributable to theby the Secretary to examine records Ofyst be executed by the foreign trust

owner (attach summary sched-produce testimony, or a summons by thend the U.S. agent prior to the due date

ule) Secretary for such records or testimonypf the U.S. owner's Form 3520 for the

5. The Foreign Grantor Trust Benefi-Any U.S. citizen, resident alien, or do-taxable year that he or she is considered

ciary Statement

mestic corporation (including a U.S.the owner of the trust. The authorization

A. Foreign Trust Background Infor- grantor or U.S. beneficiary of a foreignmust remain in effect for as long as the

mation
1.
2.

trust) may act as the U.S. agent of th&tatute of limitations remains open for
Name, address and EIN of trusf’Ust: the U.S. owner’s relevant taxable year.
Name, address and TIN of U.S. In order to authorize a U.S. person taf the agent resigns, liquidates or its
agent (if any) act as an agent under section 6048(bjesponsibility as an agent of the trust is

3. Name, address and TIN (if any)tbhe dt'rust and the atgentbrrlustt'elrl\ter' inf(ﬁ ferminated, the U.S. owner of the for-
of the trustee who signed Form2'NdiNg agreement substantially in theeign trust must ensure that the foreign

3520-A

4. The taxable year of the foreign
trust to which the statement ap-
plies

B. U.S. Beneficiary Information

1. Name, address and TIN of U.S.
Beneficiary

2. A description of the property
(including cash) distributed or
treated as distributed to the U.S.
person during the taxable year,
and the fair market value of the
property distributed.

C. Owner Information.

1. An explanation of the facts and
law (including the section of the
Internal Revenue Code) that es-
tablishes that the foreign trust
(or the portion of the foreign
trust from which the beneficiary
received a distribution) is treated
for U.S. tax purposes as owned
by another person.

1997-25 |.R.B.

form that follows:

trust notifies the Commissioner within
90 days, by filing an amended Form
AUTHORIZATION OF AGENT 3520-A with the Philadelphia Service
[Name of foreign trust] hereby ex- Center. This notification must contain
pressly authorizes [name of U.S.the name, address and TIN of the new
agent] to act as its agent solely forU.S. agent (if any).
purposes of sections 7602, 7603, and A foreign trust will not be treated as
7604 of the Internal Revenue Codeéhaving a U.S. agent unless the foreign
with respect to any request to examirust identifies the name, address and
ine records or produce testimony retaxpayer identification number of the
lated to the proper treatment ofU.S. agent on Form 3520-A. Even if the
amounts required to be taken intoforeign trust identifies a U.S. agent on
account under the rules of sectiorForm 3520-A, however, the foreign
6048(b)(1)(A) or to any summons fortrust may be treated as providing incor-
such records or testimony. | certifyrect information and, therefore, the U.S.
that | have the authority to executeowner may be subject to the penalty
this authorization of agent to act ondescribed in section 6677(a) and (b) if
behalf of [name of foreign trust]. either the U.S. agent or the foreign trust
does not comply with its obligations
under the agreement (e.g., the foreign
(date) trust fails to produce records requested
by the Service in reliance on the bank
secrecy laws of the country where the
trust's bank accounts are located).

Signature of
trustee (or other
authorized person)

(title)
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Section V. U.S. Beneficiaries of the beneficiary, the excess will bewould give consideration to whether
Foreign Trusts treated as a distribution to the benefithere is a reasonable expectation that the
_ ciary. grantor, beneficiary or related person

Generally, a U.S. person who receives The Secretary may suspend or modifgvould repay the loan. H.R. Conf. Rep.
a distribution, directly or indirectly, any requirement of this section. SectiorNo. 737, 104th Cong., 2d Sess. 334
from a foreign trust after August 20,6048(d)(4). Reporting is not required(1996).
1996, is required to report on Formynder section 6048(c) with respect to This notice announces that regulations
3520 the name of the trust, the aggredistributions from trusts that are taxablewill treat such a loan as a distribution
gate amount of distributions receivedas compensation for services renderedinless the loan is in consideration for a
from the trust during the taxable yearwithin the meaning of section “qualified obligation” from the grantor,
and such other information as the Secreg72(f)(2)(B) and the regulations thereunbeneficiary or a related person. An obli-
tary may prescribe. Section 6048(C)der, so long as the recipient of agation is a qualified obligation only if:
Reporting Is required under sectiongistribution from such a trust reports the (i) The obligation is reduced to writ-
6048(c) only if the U.S. person knowsdistribution as compensation income oring by an express written agreement;
or has reason to know that the trust is @&s applicable federal income tax return. (i) The term of the obligation does
foreign trust. A U.S. beneficiary who Section 6048(d)(4). Reporting is also nonot exceed five years (for purposes of
fails to report a distribution receivedrequired under section 6048(c) with redetermining the term of an obligation,
after August 20, 1996, will be subject tospect to distributions from foreign truststhe obligation’s maturity date is the last
a 35 percent penalty on the grosseceived by domestic organizations depossible date that the obligation can be
amount of the distribution. Sectionscribed in section 501(c)(3), providedoutstanding under the terms of the obli-
6677(a). the organization has a determinatiomation);

Except as otherwise provided below, detter from the Service that has not been (iii) All payments on the obligation
distribution from a foreign trust includesrevoked recognizing its status as exempre denominated in U.S. dollars;
any gratuitous transfer of money orfrom income taxation under section (iv) The yield to maturity of the
property from a foreign trust, whether or501(a). obligation is not less than 100 percent
not the trust is owned by another per- of the applicable Federal rate and not
son. A distribution from a foreign trust A. Ié%?}%?ié%#éss' Grantors and U.S. greater than 130 percent of the appli-
includes the receipt of trust corpus and cable Federal rate (the applicable Fed-
the receipt of a gift or bequest described Section 643(i) provides that, except agral rate for an obligation is the appli-
in section 663(a). In addition, a distribu-provided in regulations, if a foreign trustcable Federal rate in effect under section
tion is reportable if it is either actually directly or indirectly makes a loan of 1274(d) for the day on which the obli-
or constructively received. For examplecash or marketable securities to a U.Sgation is issued, as published in the
if a U.S. beneficiary uses a credit cardgrantor or U.S. beneficiary of the trust,Internal Revenue Bulletin);
and charges on that credit card are paithe amount of the loan will be treated as (v) The U.S. person extends the pe-
or otherwise satisfied by a foreign trusta distribution to that grantor or benefi-riod for assessment of any income tax
or guaranteed or secured by the assetsary. If such a loan is made to a U.Sattributable to the loan and any conse-
of a foreign trust, the amount chargedrerson who is related to a U.S. grantoguential income tax changes for each
on that credit card will be treated as ar U.S. beneficiary (within the meaningyear that the obligation is outstanding,
distribution to the U.S. beneficiary thatof section 643(i)(2)(B)), the amount ofto a date not earlier than three years
must be reported under section 6048(cthe loan will be treated as a distributionafter the maturity date of the obligation
for the year in which the charge occursto the related grantor or beneficiary. Thassued in consideration for the loan (this
If a beneficiary writes a check on theamount of a loan is its issue price, agxtension is not necessary if the matu-
foreign trust's bank or brokerage ac-determined under 8 1.446-2(d)(1)rity date of the obligation does not
count or otherwise incurs a debt charge@ 1.1273-2 or § 1.1274-2 (whicheverextend beyond the end of the U.S.
to the foreign trust, the amount incurreds applicable). person’s taxable year and is paid within
will be treated as a distribution to the For purposes of section 643(i), a loarsuch period); when properly executed
U.S. beneficiary that must be reportedf cash will be considered to include anand filed, such an agreement will be
under section 6048(c). Also, if a benefi-extension of credit to a person related taleemed to be consented to by the
ciary receives a payment from a foreigrthe trust upon the purchase of propertyervice Center Director or the Assistant
trust in exchange for property trans-from the trust. Sections 643(i) andCommissioner (International) for pur-
ferred to the trust or services rendere®43(a)(7); Rev. Rul. 85-13, 1985-1 C.Bposes of § 301.6501(c)-1(d); and
to the trust, and the fair market value ofl84, 185. If a trust makes a loan to a (vi) The U.S. person reports the sta-
the payment received exceeds the fagrantor that causes the grantor to béus of the obligation, including principal
market value of the property transferredreated as the owner of a portion of theand interest payments, on Form 3520 for
or services rendered, such excess will biust under section 675(3), the loan willeach year that the obligation is outstand-
treated as a distribution to the U.Snot be treated as a distribution undeing.
beneficiary that must be reported undesection 643(i), and will not be reportable If, while the original obligation is
section 6048(c). For example, if a U.Sunder section 6048(c). outstanding, the U.S. grantor or U.S.
beneficiary receives a payment from a Congress intended that Treasury anbeneficiary (or a person related to the
foreign trust purportedly in exchange forthe Service would exercise regulatoryd.S. grantor or U.S. beneficiary) di-
the beneficiary’s performance of ser-authority to create an exception to thigectly or indirectly issues another obli-
vices as a trustee of the trust, and th&reatment for certain loans. In exercisinggation to the trust the original obligation
payment exceeds the fair market valu¢his regulatory authority, Congress exwill be deemed to have the maturity
of the services actually performed bypected that Treasury and the Servicdate of any such subsequent obligation
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in determining whether the term of theobligation issued on or before Septem- To completely avoid default treat-
original obligation exceeds the specifiecber 19, 1995, is modified after that datement, a beneficiary receiving a distribu-
5-year term. In addition, a series ofand the modification is a significanttion from a trust must obtain either a
obligations issued and repaid by thenodification within the meaning of Foreign Grantor Trust Beneficiary State-
U.S. grantor or U.S. beneficiary (or a8 1.1001-3, the obligation is treated asnent or a Foreign Nongrantor Trust
person related to the U.S. grantor oif it were issued on the date of theBeneficiary Statement with respect to
U.S. beneficiary) will be treated as amodification. However, the penalty con-the portion of the trust from which the
single obligation of the U.S. grantor ortained in revised section 6677 will onlybeneficiary received the distribution.
U.S. beneficiary if the transactions giv-apply to the failure to report loan in The beneficiary must attach a copy of
ing rise to the obligations are structuredtonsideration for an obligation issuedhe relevant beneficiary statement(s) to
with a principal purpose to avoid theafter August 20, 1996. his or her Form 3520.
application of this provision. If a U.S. beneficiary receives a com-
If an obligation treated as a qualified plete Foreign Grantor Trust Beneficiary
obligation subsequently fails to be a Section 6048(c)(2) provides that anyStatement with respect to a distribution
qualified obligation (e.g., a renegotiationdistribution from a foreign trust, whetherduring the taxable year, the beneficiary
of the terms of the obligation causes thérom income or corpus, to a U.S. benefishould treat the distribution as a gift
term of the obligation to exceed fiveciary will be treated as an accumulatiorfrom the owner of the trust, and there-
years), the U.S. grantor or U.S. benefidistribution includible in the gross in- fore, generally as nontaxable. If a U.S.
ciary (or related person) will be treatedcome of the distributee if adequatebeneficiary receives a complete Foreign
as receiving a distribution from the trustrecords are not provided to the SecretarfMongrantor Trust Beneficiary Statement
in an amount equal to the originalto determine the proper treatment of thehat provides adequate information to
obligation’s adjusted issue price (withindistribution. An accumulation distribu- determine the U.S. tax consequences of
the meaning of § 1.1275-1(b)) plus anytion from a foreign trust is generally the distribution from the foreign trust,
accrued but unpaid qualified stated intaxed pursuant to sections 665 througkhe beneficiary may determine the tax
terest (within the meaning of § 1.1273-668. Section 668, as amended by theonsequences of the distribution on an
1(c)) as of the date of the subsequerAct, generally imposes an interestactual basis and avoid the default treat-
event that causes the obligation to neharge on distributions of accumulatednent. The U.S. beneficiary may deter-
longer be a qualified obligation. If the income at the rate applicable to generahnine the tax consequences of the distri-
maturity date is extended beyond fiveunderpayments of income tax. bution in accordance with the
years by reason of the issuance of a A U.S. beneficiary will not be re- information in the beneficiary statement
subsequent obligation by the U.S.quired to treat the entire distribution asonly if the beneficiary has a copy of the
grantor or U.S. beneficiary (or relatedan accumulation distribution if the ben-relevant beneficiary statement(s) at the
person), the amount of the distributioneficiary obtains from the foreign trusttime he or she files his or her income
will not exceed the issue price of theeither a Foreign Grantor Trust Benefi-tax return. A U.S. beneficiary may not
subsequent obligation. The subsequemiary Statement (see part 5 of the Forrely on a beneficiary statement if he or
obligation will be separately tested toeign Grantor Trust Information State-she knows or has reason to know that
determine if it is a qualified obligation. ment as described in Section IV.A. ofthe information contained in the state-
Generally, as discussed above, a dighis notice) or a Foreign Nongrantorment is incorrect.
tribution resulting from a failed quali- Trust Beneficiary Statement (described A Foreign Nongrantor Trust Benefi-
fied obligation will be deemed to occurbelow) with respect to the distribution. ciary Statement must contain the follow-
on the date of the subsequent event th#t a U.S. beneficiary cannot obtain suching information and be set forth in
causes the obligation to no longer be a beneficiary statement from the trust, isubstantially the following format:
qualified obligation. However, based onis expected that Form 3520 will allow
all facts and circumstances, the districthe U.S. beneficiary to avoid treating the FOREIGN NONGRANTOR TRUST
director may deem the distribution toentire amount as an accumulation distri- BENEFICIARY STATEMENT
have occurred on any date on or aftebution if the U.S. beneficiary can pro-1. Foreign Trust Background Informa-
the issue date of the original obligationvide certain information regarding actual tion )
For example, if at the time the originaldistributions from the trust for the prior A. Name, address and employer iden-

B. Beneficiary Statements.

obligation was issued the transferothree years. Under this “default treat- tification number (“EIN") of the

knew or had reason to know that thement,” the U.S. beneficiary will be trust

obligation would not be repaid, theallowed to treat a portion of the distri- B. Name, address and taxpayer iden-

district director could deem the distribu-bution as a distribution of current in- tification number (“TIN”) (if any)

tion to have occurred on the issue dateome based on the average of distribu-  of the trustee furnishing this state-

of the original obligation. A demand tions from the prior three years, with ment

loan does not have a specified term andynly the excess amount of the distribu- C. Method of accounting used by the

therefore, cannot be a “qualified obliga-tion treated as an accumulation distribu- trust (cash or accrual)

tion.” In addition, an annuity contract tion (and therefore subject to the interest D. The taxable year of the foreign

cannot be a “qualified obligation.” charge of section 668). Form 3520 will trust to which the statement ap-
Section 643(i) applies to any loan ofdescribe this default treatment option in plies

cash or marketable securities issued by greater detail. A U.S. beneficiary’s use E. A statement identifying whether

foreign trust after September 19, 1995¢f this default treatment will not affect any grantor of the trust was a

whether or not in accordance with acalculations by the trust (e.g., calcula- partnership or foreign corporation.

preexisting arrangement or understandions of the trust's distributable net If so, attach an explanation of the

ing. For purposes of section 643(i), if anincome under section 643(a)). relevant facts.
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2. U.S. Beneficiary Information medical expenses) or any distributiorthe trust from a foreign person as a gift
A. Name, address and TIN of U.S.properly reported under section 6048(cjunder section 6039F. A domestic trust
Beneficiary Section 6039F(b). that is treated as owned by a foreign
Reporting under section 6039F willperson is not required to report the
be required on an annual basis on Formeceipt of a contribution to the trust
o> 3520. It is expected that Form 3520 willfrom a foreign person. However, a U.S.
deemed d|§tr|buted to the U'S'only require the reporting of generalperson should report the receipt of a
person during the taxable year,:ormation necessary to determinedistribution from such a trust as a gift
and the fair market value of theynether a purported “gift is properlyfrom a foreign person under section
property distributed. classified as a gift or income. For6039F.

3. Sufficient information to enable theexample, limited information will be
U.S. beneficiary to establish the ap+equired regarding whether the foreign
propriate treatment of any distribu-donor is an individual, corporation, part- For purposes of determining whether
tion or deemed distribution for U.S. nership, or estate, and whether the forthe receipt of a gift from a foreign
tax purposes. Normally, informationeign donor was acting as a nominee operson is reportable, Treasury and the
similar to the information required by intermediary for another person. Also, &Service have determined that different
Schedule K-1 of Form 1041 wouldbrief description of the property re-reporting thresholds are warranted for
be adequate for this purpose. If relceived will be required. It is expectedgifts received from nonresident alien
evant, the trust must also provide thdhat the form will not require informa- individuals, foreign estates, foreign part-
beneficiary with adequate informationtion on the identity of the foreign donor nerships, and foreign corporations. Ac-
for the beneficiary to complete Formsunless the foreign donor is a partnershigordingly, it is expected that Form 3520
4970, 5471, and 8621. or foreign corporation, or is acting as awill apply the following reporting

; ominee or intermediary for such anthresholds and requirements:

4 g&nedprszﬁgﬁggon on Access to BOOkgntity. However, the U.S. donee may be 1. Gifts from foreign individuals

A. A statement that, upon request, th required to provide additional informa- and foreign estates.
" trust will permit sither the Serv,iceqlon’ including the identity of the donor, A U.S. person is required to report
or the U.S. beneficiary to inspectto the IRS upon request. thg receipt _of gifts from a_nonre3|dent
and cop.y .the trusts permanen If a gift is not reported on Form alien or foreign estate only if the aggre-
books of account. records. an 520, the tax consequences of the regate amount of glfts_ from that nonresi-
such other docume,nts that ar1e ne ceipt of the gift shall_ be determined bydent alien or foreign estate exceeds
essary to establish the appropriatcthe Secretary. Section 6039F(c)(1)(A)$100,000 during the taxable year. Once
treatment of any distribution or?n addition, the recipient is subject to a'the $100,000 threshold has bgen met, it
deemed distribution for U S. tax penalty _equal to 5 percent of th_e valugs expected that Form 3_520 \_N|II require
. "~ of the gift for each month in which the the donee to separately identify each gift
purposes, or gift is not reported (not to exceed 25in excess of $5,000, but will not require
B. The name, address and EIN of thgercent). Section 6039F(c)(1)(B). Re+he identification of the donor.

B. A description of the property (in-
cluding cash) distributed or

B. Reporting thresholds

trust's U.S. agent. porting is only required under section 2. Purported gifts from foreign
Regarding the procedures for the foreig'sO39F for gifts actually or construc- corporations or foreign part-
trust to appoint a U.S. agent, see Sectiotively received by a U.S. person. Fur- nerships
IV.B. of this notice. thermore, reporting is required under A U.S. person is required to report
section 6039F only if the U.S. personthe receipt of purported gifts from for-
Section VI. U.S. Recipients of knows or has reason to know that thesign corporations and foreign partner-
Foreign Gifts. donor is a foreign person. ships if the aggregate amount of pur-

S . orted gifts from all such entities
. _ A, Application of section 6039F to b g :
The Act creates new reporting re distributions from and contributions exceeds $10,000 (as modified by cost

quirements under section 6039F for U.Sto trusts of-living adjustments under section
persons (other than an organization de- 6039F(d)) during the taxable year.
scribed in section 501(c) and exempt If a foreign trust makes a distribution Once the $10,000 threshold has been
from tax under section 501(a)) thatto a U.S. beneficiary, the beneficiarymet, it is expected that Form 3520 will
receive large gifts (including bequestsshould report the amount as a distriburequire the donee to separately identify
from foreign persons after August 20tion from the trust under section all purported gifts from a foreign corpo-
1996. Generally, if the value of the6048(c), rather than as a gift underation or foreign partnership, including
aggregate foreign gifts received by asection 6039F. Contributions of propertythe identity of the donor entity. Pur-
U.S. person during any taxable yeaby foreign persons to domestic or for-ported gifts from foreign corporations or
exceeds $10,000, the U.S. recipient mugtign trusts that have U.S. beneficiarieoreign partnerships are subject to
provide such information as the Secreare not reportable by the U.S. beneficiarecharacterization under new section
tary prescribes. Section 6039F(a). Theies under section 6039F unless the U.%72(f)(4).

term “foreign gift” means any amount persons are treated as receiving the 3. Aggregation rules

received from a person other than aontribution in the year of the transfer To calculate if a U.S. person has
United States person that the recipiente.g., the beneficiary is an owner of thatreceived gifts during the taxable year
treats as a gift or bequest, but does ngiortion of the trust under section 678)from a particular foreign person in ex-
include any qualified transfer within the A domestic trust that is not treated asess of the relevant threshold, the U.S.
meaning of section 2503(e)(2) (relatingpwned by another person is required t@erson must aggregate gifts from foreign
to certain transfers for educational omreport the receipt of a contribution topersons that he knows or has reason to
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know are related, within the meaning of In determining the gross value orCenter. Alternatively, no section 1494(c),
section 643()(2)(B), whether or not thegross amount of property, the valuatior6039F, or 6677 penalties will be im-
gifts from a related person would inde-principles of section 2512 and the reguposed for a failure to file Form 3520 if
pendently exceed the threshold for relations thereunder must be used, withouhe taxpayer files the 1996 Form 3520
porting of gifts from that person. If the regard to any prohibitions or restrictionspy the due date (including extensions)
relevant reporting threshold is exceeded®n @ person’s interest in the propertyfor the taxpayer's income tax return for
it is expected that Form 3520 will Penalties under sections 6677(a) anghe first taxable year beginning on or
require the donee to separately identifp039F will not be imposed if the failure agter January 1, 1997, provided the
each aggregated gift in excess of $5,008 file was due to reasonable cause angh,,aver's income tax return for the tax
from a nonresident alien or foreign"Ot Willful neglect. A taxpayer will not yoqr “ihat includes August 20, 1996,
estate, but will not require the identifica-ha\/e reasonable cause merely becaus%e%lects the information contained in the

: foreign country would impose a civil or .
tion of such a donor, and to separatel)ériminal benaity on the trustee (or otherlg% Form 3520._Taxpayer§ who file a
Form 3520 that is not revised as de-

identify each aggregateq purported.g|fberson) for disclosing the required infor-_ -, S ;

from a foreign corporation or foreign .- " section 6677(d). Also refusaiScrioed herein will not be considered to
partnership, including the identity of the e part of a foreign trustee tohave complied with the information re-
donor entity. provide information for any other rea- porting requirements of revised sections

Example 14. Gifts from related foreign individu- son, including difficulty in producing 1494 and 6048.

als. A'is a U.S. citizen who is married to B. B . . - g ? .
and all of B's brothers. C. D. and E. are notth€ required information or provisions in  Generally, no section 6677 penalty

U.S. persons. In a single taxable year, B makethe trust instrument that prevent thewill be assessed on the U.S. owner of a
a gift of $90,000 to A, C makes a gift of disclosure of required information, will foreign trust for a failure to file Form

:jodggoa%%ns 3?1‘3630%“;0 fr‘]gSEtomAak(gS”z Cgiﬂnot be considered reasonable cause. 3520-A if the foreign trust files Form
of $4,000 to A. For that taxable year, A must The penalties under section 6677 ap3520-A with the Philadelphia SerVi_Ce
report the receipt of $141,000 in gifts from Ply only to the extent that the transacCenter by the fifteenth day of the third

foreign persons. A must separately identify thetion is not reported or is reported inac-month following the end of the trust's
$90,000 gift from B, because B and his brothergyrately. Thus, if a U.S. person transfergayaple year (or later, if pursuant to an

gave gifts in excess of $100,000. A must als i . . . .
separately identify the $40,000 gift from C’°property worth $1,000,000 to a foreigngyiension of time to file). However, with

because C and his brothers gave gifts in exceddUSt, but repor.ts only $4OQ’OOO of tha‘trespect to Form 3520-A for the taxable
of $100,000. A must identify the receipt of amount, penalties may be imposed °n|¥/ear that includes August 20, 1996 (the
$7,000 in total gifts from D because D and hison the unreported $600,000. “1996 Form 3520-A"), no suc’:h penalty

brothers gave glftS in excess of $100,000, but |Moreover |f the enaltles under bot . . . . .
not required to separately list information about j b il be imposed if the foreign trust files

each transaction because no gift is in excess qections _6677 and 1494(c) could appl)fhe 1996 Form 3520-A on or before
$5,000. A is not required to separately identifyl0 the failure to report the transfer of 5iqper 15, 1997. Alternatively, no sec-
transaction information about E's gifts, becausgproperty to a foreign trust, the penalty;;y, gg77 penalty will be imposed if the
gifts from foreign individuals of less than under section 6677 will be assessed a reign trust files the 1996 Form
?5,000 are not required to be separgt_ely |dent|wi” reduce any penalty otherwise im—3520_A by the d q includi i
ied. Because B, C, and D are individuals, A d und ion 1494 y the due date (including ex
need not identify these donors when reporting?©S€d under Se_Ctlon (©). . tensions) for the Form 3520-A for the
the transactions. If the penaltlt_as under both sectionS; st taxable year beginning on or after
el corporaiop e e, e i thes faiune 10 report & drstioution frorm aJanuary 1, 1097, provided the U.S.
viau | | .D. Cllz Wi A . .

; ; : ; . owner reflects the information contained
is married to B. B is the sole shareholder of FCforeign trust treated as a gift, the penally the 1996 Form 3520—-A on the own-

a foreign corporation. B is not a U.S. person. In . . <
a taxable year, B makes a gift of $6,000 to A, Under section 6677 will be assessed, ang-s income tax return for the tax year

and FC makes a purported gift of $8,000 to AWill reduce any Penalty otherwise IM-iht includes August 20, 1996.
Because A knows or has reason to know that posed under section 6039F. Example 16. Time to report receipt of 1996 trust
and FC are related, A must aggregate gifts from distributions. A, a U.S. citizen whose taxable

B and FC ($14,000). Although the $14,000gaction VIII. Transition Rules year is the calendar year, receives a distribution
aggregate amount deemed received from B does from a foreign trust on November 1, 1996. A

not exceed the $100,000 threshold with respect A Filing dates reports the distribution as ordinary income

to gifts from nonresident allens,_the $14,000 . . (without an interest charge under section 668)
aggregate amount deemed received from FC Generally, to avoid penalties under on his 1996 income tax return, which is filed on

exceeds the $10,000 threshold with respect t@gctions 1494(c), 6039F, or 6677, Form June 15, 1997. No section 6677 penalty will be
gifts from foreign corporations. Accordingly, A 3520 must be filed as an attachment to imposed if A files a 1996 Form 3520 by
must separately identify each gift from B and . N ber 15 1997. Alt tively. A will b
FC, and must provide identifying information the taxpayer’s income tax return by the a|?(;lwe$j et:) délay filiﬁg h?gnalsla\geesy’Forn\:\”352%
about FC because it is a foreign corporationdue dat(? (!ncludmg extensions) of th_e until he files his 1997 income tax return (by
taxpayer’s income tax return. In addi- apil 15, 1998, or a later date if the date for
Section VII. Penalties for Failure to  tion, unless otherwise provided, a copy filing the return is extended), but only if A
. . flects the correct information contained in the
Provide Information of Form 3520 must be sent to the re ; _
Philadelphia Service Center by the same Fo'™m 3520 on his 1996 income tax retum.
Substantial penalties under sectiomlate. However, with respect to Form Thus, if the 1996 Form 3520 indicates that the
u : p : u - .' : wever, wi P : distribution should be treated as ordinary in-
6677_ and 6039F(c_:) apply if |nformatlpn3520 for the taxable year that includes come without an interest charge under section
required by section 6048 or sectionAugust 20, 1996 (the “1996 Form 668, A may file the 1996 Form 3520 by April
6039F is not reported or is reported3520”), no such penalties will be im- t15v 129& alf;d need r_‘]?ihamFe“d hésszlg% jooome
inaccurately. Generally, the penalty deposed if the taxpayer files the 1996 xS SOMEEh L seubj%rcr? o an intoroat
pends on the “gross value” or “gross Form 3520 on or before November 15, charge under section 668, and A files the 1996

amount” of the property involved. 1997, with the Philadelphia Service Form 3520 on April 15, 1998, A will be liable
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for thde r?_ectligget_‘ﬂiﬁ p'f[‘naltyt unlfss fl? ?ltShOEFFECT ON OTHER GUIDANCE pending on individual circumstances,
amends nis Income tax return to retiec e H H
interest charge. Section I1.B.4. of Notice 97-18, g'tgﬁztisst'mﬁgid :;/t(iarrnazgti dOf nlugobuéragg

B Interaction with Notice 96-65 1997-10 I.R.B. 35, which provides that%Fspondents is 10500. The estimated

a U.S. person who makes a transfer to |t p ;
As described in Notice 96-65,foreign trust may satisfy that person'sdhnual Irequency or responses Is annu-

1996-52 |.R.B. 28, the Act amendedreporting requirements under sectiorfly- _
section 7701(a)(30) and (31) to set fortll494 solely by complying with the Books or records relating to a collec-
new criteria that must be met for a trusreporting requirements of sectiontion of information must be retained as

to qualify as a domestic trust. Certain6048(a), is hereby modified. long as their contents may become ma-
domestic trusts will be treated as mak- terial in the administration of any inter-
ing section 1491 transfers on January IPUBLIC COMMENT INVITED nal revenue law. Generally, tax returns

1997, as a result of becoming foreign Treasury and the Service invite com-2nd tax return information are confiden-
trusts under the new law. If a domestiq . s on the guidance provided by thidial, as required by 26 U.S.C. 6103.

trust relies in good faith on Notice notice. Written comments should be sub-

96-65 to continue to file tax returns as Anitted by August 1, 1997 to: DRAFTING INFORMATION

domestic trust, but is unable to meet the Internal Revenue Service

new domestic trust criteria by the end of P.O. Box 7604 The principal author of this notice is

the two-year period set forth in the Ben Franklin Station Leslie Cracraft, formerly of the Office

notice, no U.S. person (transferor, Attention: CC:CORP:T'R: of Associate Chief Counsel (Interna-
owner, or beneficiary) will be required (Noticé 97_'34) T tional). For further information regard-

to treat the trust as a foreign trust 'and Room 5228 ing sections 1491, 1494, 6039F, 6048
thereby report transfers to or distribu- Washington, DC 20044 and 6677, contact Michael Kirsch on
tions from that trust on Form 3520, "o yernatively, via the internet at: (202) 622-3860. For further information
during the two-year period. Further, the http://Awww.irs.ustreas.gov/prod/tax ~ On section 679, contact Willard Yates on

trust will not be required to file Form 202) 622—3870. Eor further inf "
3520-A for that two-year period. Finally, . regs/comments.html. (202) . For further information

[ i regarding sections 7701(a)(30) and (31),
no penalty will be imposed under sec- [N€ comments submitted will beregarding sect (a)(30) (31)

available for public inspection and copy-contact James Quinn on (202) 622-

tions 1494(c), 6039F, or 6677 for failureing 3060. For further information regarding

to report transactions with the trust =" section 672(f), contact Grace Fleeman

during that period, or for the trust pApprWORK REDUCTION ACT on (202) 622-3850. These contact num-
failing to file Form 3520-A for that bers are not toll-free calls.

period. However, if the trust has not The collections of information con-
successfully met the new domestic trustained in this notice have been reviewed
criteria by the expiration of the two-yearand approved by the Office of Manage-
period, penalties under sections 1494(cjnent and Budget for review in accor-wejghted Average Interest Rate
6039F, or 6677 will be imposed unlessdance with the Paperwork Reductionjpdate

the relevant Forms 3520 and 3520-AAct (44 U.S.C. 3507) under control

reporting all transactions during thatnumber 1545-1538. Notice 97-35

two-year period are filed within 90 days An agency may not conduct or spon- ) _ L

after the expiration of the two-yearsor, and a person is not required to Notice 88—73 provides guidelines for

period. respond to, a collection of informationdetermining the weighted average inter-

: : . unless the collection of information dis-€St rate and the resulting permissible

C. Domestic Trusts with Foreign plays a valid control number. range of interest rates used to calculate
Activities The collections of information in this current liability for the purpose of the

Section 6048(d)(2) provides that, tonotice are in the sections III, IV, V, and full funding limitation of § 412(c)(7) of
the extent provided in regulations, avl. This information is required by the the Internal Revenue Code as amended
domestic trust may be treated as 4RS to assure compliance with the new?Y theé Omnibus Budget Reconciliation
foreign trust for purposes of sectionsprovisions of the Small Business Jolf\Ct of 1987 and as further amended by
6048 and 6677 if the trust has substanProtection Act of 1996. The likely re- theé Uruguay Round Agreements Act,
tial activities, or holds substantial prop-spondents are individuals, business ofuP- L. 103-465 (GATT).
erty, outside the United States. Treasurgther for-profit institutions, and not-for- The average yield on the 30-year
and the Service are studying the appraprofit institutions. Treasury Constant Maturities for May
priate scope of section 6048(d)(2). Until The estimated total annual reportingl997 is 6.94 percent.
further guidance is issued, domestidurden is 11,000 hours. The estimated The following rates were determined
trusts will not be treated as foreignaverage annual burden per respondefdr the plan years beginning in the
trusts pursuant to that section. varies from .50 hours to 2 hours, de-month shown on next page.
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90% to 107% 90% to 110%

Weighted Permissible Permissible
Month Year Average Range Range
June 1997 6.87 6.18 to 7.35 6.18 to 7.56
Drafting Information Division. For further information regard- time (not a toll-free number). Ms.

ing this notice, call (202) 622-6076Prestia’s number is (202) 622-7377

The principal author of this notice is yowyeen 2:30 and 4:00 p.m. Easterf@lso not a toll-free number).
Donna Prestia of the Employee Plans
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Part IV. Items of General Interest

Columbia River Institute, Portland, OR

Columbia Valley Gardens PTA, Tacoma,
WA

Columbia Youth Soccer Association,

The following organizations have Inc., Lake City, FL
failed to establish or have been unabl€olumbus Grove Gift Corporation,
to maintain their status as public chari- Tucson, AZ
ties or as operating foundations. AccordCommon Ground, Charlotte, NC
ingly, grantors and contributors may notCommon Ground Ministries,
after this date, rely on previous rulings \Waxahachie, TX
or designations in the Cumulative Listcommonwealth of Independent States

of Organizations (Publication 78), or on  american Alliance, Inc., Highland
the presumption arising from the filing  pgrk, |

of notices under section 508(b) of th -
Code. This listing doesot indicate that eES-}%?L%IQ lﬁgﬁgr5§r£32¥yS§gftgous
the organizations have lost their status Philadelphia, PA '

as organizations described in sectio%m o = Common Agenda. Reno
501(c)(3), eligible to receive deductible NL</ g , ,

contributions. . . .
Former Public Charities The follow- Friends for Excellence in Education,

ing organizations (which have been Mendocino, CA _

treated as organizations that are ndtriends of Albuguerque Gymnastics,

private foundations described in section Albuquerque, NM

509(a) of the Code) are now classifiedrriends of Al Pi Darko Charitable Trust,

as private foundations: Brooklyn, NY

Academy of Sacred Music, Washington, Friends of Blanches Park, San
DC Francisco, CA

American International Health Alliance, Friends of Brown Band, Inc., New York,
Inc., Washington, DC NY

Apalachee Bay Volunteer Fire Friends of Mental Health, El Centro,
Department, Inc., Crawfordville, FL

Arts and Crafts Guild of Macon County,
Inc., Lafayette, TN

Asociacion De Vecinos Para Servicios
Para Socorro T.U., El Paso, TX

Atlanta Area Deming Study Group Inc.,

Foundations Status of Certain
Organizations

Announcement 97-62

Friends of Petrified Sea Gardens,
Saratoga Springs, NY

House of Prayer Ministries Inc., Lake
Placid, FL

Chamblee, GA Housing and Services, Bangor, ME
Catholic Faith Alive Inc., Silver Spring, International Institute of Molecular
MD Physiology, Inc., Cambridge, MA

Clean Florida Keys Inc., Key West, FL

Cross of Christ Ministries Inc., Tulsa,
OK

Belmont Rotary Senior Housing
Program, Inc., Belmont, CA

Better Living All Concerned, Los

International Sisterhood, Los Angeles,
CA

Lincoln-Woodstock Housing
Opportunities, Inc., N. Woodstock,
NH

Maclaren Foundation, Marblehead, MA

Oregon Area General Service Assembly
of AA, Bend, OR

Parent Teacher Student Organization of
Mountain View Elementary School,
Shelton, WA

Rose Marie Wameling Ministries, Inc.,
Tulsa, OK

Rotary Club of Carbondale, Carbondale,
IL

Rotary Club of Central Marin
Foundation, Ross, CA

Rotary Foundation of Lake Forest,
Irvine, CA

Santas Cause, Oak View, CA

Shelter Institute of America, Springfield,
IL

Special Activities Unit for the Aged,
Columbus, OH

Strongsville High School Swim Team
Boosters, Strongsville, OH

Student Parent Support Services Corp.,
Schenevus, NY

United Dyslexia Association, Elko, NV

University City Development Corp.,
Detroit, Ml

Veterans Care Project of Calif., Inc.,
Grand Terrace, CA

Vinita Senior Citizens Center, Vinita,
OK

Visions for Youth, Santa Rosa, CA

Vista Educational Media, Redondo
Beach, CA

Western North Carolina Sports Inc.,
Asheville, NC

West Lane Baseball Association,
Florence, OR
If an organization listed above sub-

mits information that warrants the re-

newal of its classification as a public

charity or as a private operating founda-

tion, the Internal Revenue Service will

issue a ruling or determination letter

with the revised classification as to

foundation status. Grantors and con-

tributors may thereafter rely upon such

in section 1.509(a)-7 of the
It is not
the practice of the Service to announce
such revised classification of foundation

Angeles, CA L
. i . Majority Peoples Fund, New York, NY
Brgﬁgggnlzdté(fnonal Support Team. v aita Human Services Foundation, Newruling or determination letter as pro-
Calabasas Residential Treatment Center, York: NY Y'dEd Tox Requlan
West Hills, CA Mariachi O, Alhambra, CA ncome lax Regulations.
Central Health Initiative Inc., Mt. North Side Family Center, St. Louis,
Pleasant, Ml MO

Colorado Consortium for Experiential
Education, Greeley, CO

Ocean-Five Cities Swimming Pool
Foundation, Oceano, CA
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Announcement of the Disbarment, Suspension, or Consent to Voluntary
Suspension of Attorneys, Certified Public Accountants, Enrolled Agents, and
Enrolled Actuaries From Practice Before the Internal Revenue Service

Under 31 Code of Federal Regulaenue Service matter from directly oraccountant, enrolled agent, or enrolled
tions, Part 10, an attorney, certified pubindirectly employing, accepting assis-actuary and date or period of suspen-
lic accountant, enrolled agent, or entance from, being employed by or sharsion. This announcement will appear in
rolled actuary, in order to avoid theing fees with, any practitioner disbarredthe weekly Bulletin at the earliest practi-
institution or conclusion of a proceedingor suspended from practice before theable date after such action and will
for his disbarment or suspension frominternal Revenue Service. continue to appear in the weekly Bulle-
practice before the Internal Revenue Ser- To enable attorneys, certified publictins for five successive weeks or for as
vice, may offer his consent to suspensiomaccountants, enrolled agents, and emnany weeks as is practicable for each
from such practice. The Director ofrolled actuaries to identify practitionersattorney, certified public accountant, en-
Practice, in his discretion, may suspendinder consent suspension from practiceolled agent, or enrolled actuary so
an attorney, certified public accountantbefore the Internal Revenue Service, theuspended and will be consolidated and
enrolled agent, or enrolled actuary inDirector of Practice will announce in thepublished in the Cumulative Bulletin.
accordance with the consent offeredinternal Revenue Bulletin the names and The following individuals have been

Attorneys, certified public accoun- addresses of practitioners who havelaced under consent suspension from
tants, enrolled agents, and enrolled actdeen suspended from such practice, thefractice before the Internal Revenue

aries are prohibited in any Internal Rev-designation as attorney, certified publicService:

Name Address Designation Date of Suspension

Bert Jr., Earol L. Severna Park, MD CPA February 1, 1997 to July 31, 1997
Bernard, Lucius P. Corte Medera, CA Attorney March 10, 1997 to March 9, 2000
Parker, David A. Willmar, MN CPA April 13, 1997 to April 12, 2000
Sheldon, Donald Nashville, TN CPA April 24, 1997 to September 23, 1997
Grandt, Lawrence E. Barrington, IL CPA April 24, 1997 to January 23, 1998
Reese, Rex E. Alexandria, VA Attorney May 1, 1997 to April 30, 1999
Glasl, John E. Emporium, PA CPA May 1, 1997 to September 30, 1997
Coulter, Diane E. Monroeville, PA CPA May 1, 1997 to April 30, 1998
Groves, J. Randall Matthews, NC Attorney May 1, 1997 to October 31, 1998
Lupiloff, Steven Bloomfield, Ml Attorney Indefinite from May 6, 1997

Wilson, Robert L. Spring Hill, FL CPA May 7, 1997 to October 6, 1998
Sloop, Wayne F. Winston-Salem, NC CPA Indefinite from May 7, 1997
Wilnewic, Mark V. Crystal Lake, IL CPA May 8, 1997 to November 7, 1997
Lenihan, Michael Cincinnati, OH CPA May 14, 1997 to July 13, 1997
Bergmann, Frederick Tampa, FL CPA June 1, 1997 to May 30, 1999
Farmer, Craig Arlington Hghts, IL CPA June 1, 1997 to August 31, 1997
Denny, Richard Pine Bluff, AR CPA June 1, 1997 to July 31, 1997

1997-25 |.R.B.
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Announcement of the Expedited Suspension of Attorneys, Certified Public
Accountants, Enrolled Agents, and Enrolled Actuaries From Practice Before the
Internal Revenue Service

Under title 31 of the Code of Federalaries are prohibited in any Internal Rev-accountant, enrolled agent, or enrolled
Regulations, section 10.76, the Directoenue Service matter from directly oractuary, and date or period of suspen-
of Practice is authorized to immediatelyindirectly employing, accepting assis-sion. This announcement will appear in
suspend from practice before the Intertance from, being employed by, or sharthe weekly Bulletin at the earliest practi-
nal Revenue Service any practitioneing fees with, any practitioner disbarredcable date after such action and will
who, within five years, from the date or suspended from practice before theontinue to appear in the weekly Bulle-
the expedited proceeding is institutedinternal Revenue Service. tins for five successive weeks or for as
(1) has had a license to practice as an To enable attorneys, certified publicmany weeks as is practicable for each
attorney, certified public accountant, oraccountants, enrolled agents, and erattorney, certified public accountant, en-
actuary suspended or revoked for causeplled actuaries to identify practitionersrolled agent, or enrolled actuary so
or (2) has been convicted of any crimaunder expedited suspension from pracsuspended and will be consolidated and
under title 26 of the United States Coddice before the Internal Revenue Servicepublished in the Cumulative Bulletin.
or, of a felony under title 18 of the the Director of Practice will announce in The following individuals have been
United States Code involving dishonestythe Internal Revenue Bulletin the nameglaced under suspension from practice
or breach of trust. and addresses of practitioners who havieefore the Internal Revenue Service by

Attorneys, certified public accoun- been suspended from such practice, theiirtue of the expedited proceeding pro-
tants, enrolled agents, and enrolled actwdesignation as attorney, certified publiovisions of the applicable regulations:

Name Address Designation Date of Suspension

Dally, Candace L. Winston-Salem, NC CPA Indefinite from April 16, 1997
Mellor, Gary D. Norton, KS Attorney Indefinite from April 16, 1997
Gottesman, Milton New York, NY CPA Indefinite from April 16, 1997
Wiener, James Germantown, NY Attorney Indefinite from April 16, 1997
Lunblad, Gerald Sacramento, CA CPA Indefinite from April 16, 1997
Driscoll, Robert J. Denver, CO Attorney Indefinite from April 16, 1997
Alico, Kenneth N. Orchard Park, NY CPA Indefinite from April 16, 1997
Mack, Roland G. Hyattsville, MD CPA Indefinite from May 1, 1997
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Definition of Terms

Revenue rulings and revenue procedureés modified because it corrects a pubmore than restate the substance of a
(hereinafter referred to as “rulings”) lished position. (Compare witamplified prior ruling, a combination of terms is
that have an effect on previous rulingsand clarified, above). used. For examplenodified and super-
use the following defined terms to de- Obsoleteddescribes a previously pub-seded describes a situation where the
scribe the effect: lished ruling that is not considered desubstance of a previously published rul-
Amplified describes a situation whereterminative with respect to future transing s being changed in part and is
no change is being made in a priorctions. This term is most commonlysontinued without change in part and it
publl_shed position, but the prior posltl_onuseq in a rgllng that lists previouslyis desired to restate the valid portion of
is being exten_ded_to apply to a varlatl_orpubllshed rulings that are obsoleteq beme previously published ruling in a new
of the fact situation set forth therein.cause of changes in law or regulatmns',u“ng that is self contained. In this case
Thus, if an earlier ruling held that aA ruling may also be obsoleted becausrﬁne iousl ; L g
L . X ; previously published ruling is first
principle applied to A, and the newthe substance has been included in reg\l odified and then. as modified. is su-
ruling holds that the same principle alsdations subsequently adopted. ’ '
applies to B, the earlier ruling is ampli- Revoked describes situations whereperSEded' . S ]
fied. (Compare withmodified below). the position in the previously published Supplementeds used in situations in
Clarified is used in those instancesruling is not correct and the correctwhich a list, such as a list of the names
where the language in a prior ruling isposition is being stated in the newof countries, is published in a ruling and
being made clear because the languagaling. that list is expanded by adding further
has caused, or may cause, some confu- Supersededdescribes a situation hames in subsequent rulings. After the
sion. It is not used where a position in avhere the new ruling does nothing moredriginal ruling has been supplemented
prior ruling is being changed. than restate the substance and situatigi¢veral times, a new ruling may be
Distinguished describes a situation of a previously published ruling (or Published that includes the list in the
where a ruling mentions a previouslyrulings). Thus, the term is used tooriginal ruling and the additions, and
published ruling and points out an estepublish under the 1986 Code andupersedes all prior rulings in the series.
sential difference between them. regulations the same position published Suspendeds used in rare situations to
Modified is used where the substancainder the 1939 Code and regulationsshow that the previous published rulings
of a previously published position isThe term is also used when it is desireavill not be applied pending some future
being changed. Thus, if a prior rulingto republish in a single ruling a series ofaction such as the issuance of new or
held that a principle applied to A but notsituations, names, etc., that were previamended regulations, the outcome of
to B, and the new ruling holds that itously published over a period of time incases in litigation, or the outcome of a
applies to both A and B, the prior ruling separate rulings. If the new ruling doesService study.

Abbrevia‘tions E.O—Executive Order. PHC—Personal Holding Company.
ER—Employer. PO—Possession of the U.S.

The following abbreviations in current use andERISA—Emponee Retirement Income Security Act. PR—Partner.

formerly used will appear in material published in

the Bulletin. EX—Executor. PRS—Partnership.

A—Individual. F—Fiduciary. PTE—Prohibited Transaction Exemption.
Acg—Acquiescence. FC—Foreign Country. Pub. L—Public Law.

B—Individual. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
BE—Beneficiary. FISG—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BK—Bank. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
B.T.A—Board of Tax Appeals. F.R—Federal Register. S—Subsidiary.

C.—Individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedural Rules.
C.B—Cumulative Bulletin. FX—Foreign Corporation. Stat—Statutes at Large.

CFR—Code of Federal Regulations. G.C.M—Chief Counsel’s Memorandum. T—Target Corporation.

Cl—City. GE—Grantee. T.C—Tax Court.

COOPR—Cooperative. GP—General Partner. T.D—Treasury Decision.
Ct.D—Court Decision. GR—Grantor. TFE—Transferee.

CY—County. IC—Insurance Company. TFR—Transferor.

D—Decedent. I.R.B—Internal Revenue Bulletin. T..LR—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.

DE—Donee. LP—Limited Partner. TR—Trust.

Del. Order—Delegation Order. LR—Lessor. TT—Trustee.

DISG—Domestic International Sales Corporation.M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.

E—Estate. O—Organization. Y—Corporation.

EE—Employee. P—Parent Corporation. Z—Corporation.
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97-11, 1997-6 |.R.B13 74-59
Revoked by
92-20
Modified by 8708, 1997-10 I.R.B14
97-1, 1997-1 I.R.B11 86-73
92-20 Obsoleted by
Modified by TD 8717, 1997-24 |.R.B5
97-10, 1997-2 |.R.B59 87-50
92-90 Obsoleted by

Superseded by
97-1, 1997-1 I.R.B11

TD 8717, 1997-24 |.R.B5

87-51
Obsoleted by

94-52

Revoked by TD 8717, 1997-24 |.R.B5
97-11, 1997-6 .R.B13 88-42

96-1 Obsoleted by

Superseded by
97-1, 1997-1 I.R.B11

96-2
Superseded by
97-2, 1997-1 |.R.B64

96-3
Superseded by
97-3, 1997-1 |.R.B84

96-4
Superseded by
97-4, 1997-1 1.R.B96

TD 8717, 1997-24 I.R.B5

92-19
Supplemented in part by
97-2, 1997-2 |.R.B7

93-90
Obsoleted by
TD 8717, 1997-24 |.R.B. 5

96-12
Superseded by
97-3, 1997-1 |.R.B84

96-13
96-5 Modified by
Superseded by 97-1, 1997-1 .R.B11
97-5, 1997-1 I.R.B132 96-22

96-6
Superseded by
97-6, 1997-1 I.R.B153

96-7
Superseded by
97-7, 1997-1 1.R.B185

96-8
Superseded by
97-8, 1997-1 |.R.B187

96-24

96-24A

Superseded by

97-24, 1997-16 |.R.BLO

96-37
Obsoleted by
97-26, 1997-17 I.R.BL7

97-2
Amplified by
97-21, 1997-12 |.R.B44

1A cumulative finding list for previously published

Superseded by
97-3, 1997-1 |.R.B84

96-34
Superseded by
97-3, 1997-1 |.R.B84

96-39
Superseded by
97-3, 1997-1 |.R.B84

96-43
Superseded by
97-3, 1997-1 |.R.B84

96-56
Superseded by
97-3, 1997-1 |.R.B84

items mentioned in Internal Revenue Bulletins

1996-27 through 1996-53 will be found in Inter-

nal Revenue Bulletin 1997-1, dated January 6,

1997.
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